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| Application of State Franchise Taxes 


to Trustees in Bankruptcy 


The tax effect 
of the 1934 
change in the 
Federal law 


By MORTON 
- PEPPER* 


LTHOUGH the question has never been decided 
by the Supreme Court, it has generally been 
~ “assumed since the decisions in Jn re Continental 
Candy Co.,* and In re Century Mills Co., Inc.,? that 
trustees in bankruptcy are not liable to state fran- 
chise taxes. On June 18, 1934 Congress added Sec- 
tion 65a to the Judiciary Code.* This section (so 
much of it as is here pertinent) reads as follows: 
Any receiver, liquidator, referee, trustee or other offi- 
cers or agents authorized by said court to conduct any 
business, or who does conduct any business, shall from 
and after June 18, 1934, be subject to all state and local 
taxes applicable to such business the same as if such busi- 
ness were conducted by an individual or corporation. 
Does this enactment subject trustees in bank- 
ruptcy to state franchise taxes? It is submitted that 
Section 65a does not affect the question and that the 
reasoning and result in the Century Mills case, supra, 
still controls. 


Section 65a Is Merely Permissive 


LTHOUGH Section 65a is couched in language 
that apparently subjects trustees to state taxes, 
analysis shows that it merely permits the states to 
impose taxes upon trustees. The section provides 
that trustees, etc. shall be subject to all state and local 
taxes; but clearly Congress cannot subject trustees to 


* Attorney at Law, New York City. 

1291 Fed. 773 (S. D. N. Y. 1923). 

212 Fed. (2) 292 (S. D. N. Y. 1925). 
Die = Stat. 993; U. S. C. A. Title 28, Sec. 124a; Judiciary Code, 
Sec. 65a. 


state taxes which do not apply to them. Unless the 
state taxing statute imposes the tax upon a trustee, 
the trustee is not liable to the tax regardless of the 
provisions of Section 65a. 


All that Congress said in its enactment is that if 
a state imposes a tax upon a trustee, he cannot claim 
exemption by reason of the fact that he is a trustee. 
If, however, a state does not choose to impose a par- 
ticular tax upon a trustee, although it does impose 
the tax upon businesses not being operated by a trus- 
tee in bankruptcy, a trustee is not liable to the tax 
because of the provisions of Section 65a. A trustee 
in bankruptcy is, therefore, not liable to a state fran- 
chise tax unless the statute purports to impose such 
a tax upon a trustee in bankruptcy. 


Powers of Trustee 


HE DECISIONS in the Continental Candy and 
Century Mills cases already referred to make 
clear that the reason for a trustee’s immunity from 
franchise tax is that he does not exercise the cor- 
porate franchise. He secures no powers or privileges 
from the state; he derives no benefit from the state. 
He is, therefore, not liable to a state franchise tax 
whether it be a tax for the privilege of being a cor- 
poration, or a tax for the privilege of exercising the 
corporate franchise.* 
Section 65a changes none of this. It must there- 
fore follow that even after its enactment a trustee 
in bankruptcy is not liable to franchise tax. 


The Effect of Section 65a 


OWEVER, the District Court for the Northern 

District of New York has held that a trustee 
is liable to the New York State franchise tax.’ The 
fact that the trustee involved was a trustee in a 
reorganization proceeding under Section 77B of the 
Bankruptcy Act is immaterial. Judge Cooper spe- 
cifically stated that a trustee in reorganization is not 
like a receiver in equity, but is like a trustee in bank- 
ruptcy for the purpose of determining his liability 
to such a tax. The Court put its decision squarely 
on the basis that Section 65a so changed the situa- 
tion that a trustee either in bankruptcy or reorgani- 
zation is now liable to a franchise tax. 


The Court did not consider whether the New York 
statute purports to impose the tax upon a trustee. 





4 Cf. In re Continental Candy Co., supra. ; 
5 Matter of F. J. & G. Ry. Co., CCH N. Y. St. Tax Service Par. 8402 
Decided Nov. 21, 1935. 
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I:xamination of sections 183 and 184 of the New York 
Tax Law, the sections here involved, indicates that 
the tax is imposed only on corporations. However, 
New York has passed a blanket section subjecting 
trustees to the taxes imposed by Article 9 “in the 
same manner and to the same extent as if the busi- 
ness were conducted by the agents or officers of 
such corporation ”6 This section was not 
enacted until May 6, 1935, and is therefore not appli- 
cable to the case at bar.’ It follows that trustees in 
bankruptcy are therefore not liable to the tax. How- 
ever, let us pass over this point and consider the 
Court’s reasons for holding that Section 65a per se 
subjects a trustee in bankruptcy to state franchise 
taxes. 

Judge Cooper’s first reason for his decision is that 
the language of Section 65a is so broad that it cov- 
ers trustees in reorganization proceedings. This 
seems obvious from the inclusion of the word “trus- 
tees” and hardly needs to be stressed. Then he goes 
on to quote part of the statute. Trustees “shall be 
subject to all state and local taxes applicable to such 
business the same as if such business were conducted 
by an individual or corporation.” These words, he 
says, mean that a trustee who conducts the business 
of a corporation by court order must be “subject 
to all the taxes to which the corporation would be 
subject were there no bankruptcy proceedings and 
no trustee.” He continues: 

It is reasonable to suppose that Congress wished to make 
it clear that corporations could not go into reorganization 


proceedings under Section 77 or 77B of the Bankruptcy 
Law and avoid state franchise taxes. 


At any rate the language of the section is consistent 
only with the construction that the trustee is liable for 
all the taxes for which the corporation would be liable 
were it not in the hands of the Court. 

It is this last conclusion that appears somewhat 
hasty. The section makes trustees liable to all state 
and local taxes “applicable to such business.” What 
is a tax applicable to a business? It is impossible 
to answer this but illustrations can be given. Sales 
taxes, turnover taxes, retail license taxes or mer- 
cantile license taxes are examples. They are taxes 
imposed upon the business done—and imposed re- 
gardless of the form in which the business is organ- 
ized, corporate or otherwise. A franchise tax is 
something different. It is a tax imposed upon the 
privilege of being a corporation or upon the priv- 
ilege of doing business in the corporate form. 

A trustee in bankruptcy qua trustee is not a cor- 
poration, nor is it doing business in the corporate 
form. It gets nothing from the state. It gets all 
its powers from the bankruptcy court to which alone 
it is responsible. Since a trustee in bankruptcy is 
not concerned with the corporate franchise it is not 
subject to a franchise tax. 

As Judge Learned Hand pointed out in the Conti- 
nental Candy case, supra, the tax may still be levied 





6 Sec. 191. 
™The taxes involved are taxes (a) for the year beginning January 1, 
1934, and (b) for the year ended June 30, 1934. The statute is not by 
its terms retroactive. If it is applied retroactively “om would be seri- 
ous doubt as to its constitutionality. Hudson v. U. S., 12 F. Supp. 620 
(1935). Matter of Pell, 171 N. Y. 48 (1902). 














against the corporation. This may seem futile in 
the case of a bankrupt corporation. However, in 
the case of a corporation in reorganization the state 
may thus receive substantial sums as a result of an 
assessment. The reorganized corporation might be 
obliged to pay the taxes assessed in whole or in part. 


Judge Cooper stated that it should be supposed 
that Congress meant to prevent avoidance of fran 
chise taxes through the use of the bankruptcy court. 
The history of Section 65a does not support this 
view. 


A State Sales Tax Analogy 


HE District Court for the Western District of 

Missouri held in Howe v. Atlantic, Pacific & Gulf 
Oil Co. et al.,* that a receiver appointed by a Federal 
court was not subject to the sales tax imposed by the 
State of Missouri, because the word “person” did not 
include a receiver.*. The Committee on the Judiciary in 
reporting favorably on the bill which subsequently 
became Section 65a pointed to this case as a reason 
for making the amendment to the law. 

It regarded the immunity from local sales tax as 
an evil. The report does not refer to franchise tax 
and indicates that the draftsman of the amendment 
did not have such taxes in mind. 


The Committee on the Judiciary, to whom was referred 
the bill (H. R. 8544) making receivers appointed by any 
United States courts and authorized to conduct any busi- 
ness, or conducting any business, subject to taxes levied 
by the state the same as if such business were conducted 
by private individuals or corporations, after consideration, 
reports the same favorably to the House with the recom 
mendation that the bill do pass. 

The purpose of this bill is to subject businesses conducted 
under receivership in Federal court to state and local 
taxation the same as if such businesses were being con- 
ducted by private individuals or corporations. 

The United States District Court for the Western Dis 
trict of Missouri in the case of Howe v. Atlantic, Pacifi 
& Gulf Oil Co., et al., (State of Missouri et al., Intervenors) 
4 Fed. Supp. 162, recently held that a receiver operating 
a gasoline-and-oil distributing business under appointment 
by the Federal court was not liable for a sales tax on 
motor fuel levied by the state of Missouri. As a conse- 
quence of this decision, your committee is advised, the 
state of Missouri and other states having similar statutes 
are losing thousands of dollars of revenue per month. 

No good reason is perceived why a receiver should be 
permitted to operate under such an advantage as against 
his competitors not in receivership, and the states and 
local governments be deprived of this revenue.” 


Any statement as to the intention of Congress 
with regard to franchise taxes is therefore mere con- 
jecture. Any conclusion based upon the presumed 
intent must find validity in other reasons, if there 
be any. 

Referee Ehrhorn sitting in the Southern District 
of New York has in fact held in an unreported case"! 
that the House report indicates that it was not in- 
tended to “lay upon a trustee in bankruptcy a tax 
for a corporate franchise which he in no event enjoys 
(Continued on page 316) 


84 F. Supp. 162 (1933). 


® The case was subsequently reversed sub. nom Kansas City, Missouri 


. Johnson, et al., 70 F. (2) 360 (CCA 8th, 1934). 

10 73rd Congress, 2d Session, House Report No. 1138. 

"In the Matter of Savoy Plaza Corporation, Bankruptcy No. 5 
Decided Nov. 14, 1934. Report confirmed without opinion by Hulbe 
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Should Governments 


Ever Borrow ? 


A program for the future suggested by the 
predicament in which governments have 
been placed by anticipation of revenue 


By EMERSON P. SCHMIDT* 


VER SINCE the birth of economic science econ- 
EK omists have declaimed the incurring of public 

debt. In 1776, Adam Smith, one of the found- 
ers of economics, noted that governments the world 
over tend to spend more than they are willing to 
collect in taxes. “To relieve the present exigency 
is always the object which principally interests those 
immediately concerned in the administration of pub- 
lic affairs. The future liberation of the public reve- 
nues they leave to the care of posterity.”* The 
government, he said, “is very apt to repose itself 
upon (the) ability and willingness of its subject to 
lend it their money—it foresees the facility of borrow- 
ing, and, therefore, dispenses itself from the duty 
of saving.” 

Probably the accumulation of public debt could 
not be ascribed as the major cause of business de- 
pressions; yet the presence of-these debts is un- 
doubtedly a factor seriously retarding recovery. 
Private debts both as to interest and principal have 
heen defaulted by the billions of dollars in the last 
four years. Some two thousand state and local gov- 
ernments have defaulted on $1,000,000,000 or more. 
Many of our states today could not borrow another 
dollar except perhaps at usurious rates. This has 
heen responsible to a considerable degree for the 
Federal Government’s entrance into the relief prob- 
lem. The most insistent demand for debasing the 
currency (inflation) came from the private and pub- 
lic debtor groups. Adam Smith commented on this 
phenomenon, too, in these words: “When national 
debts have once been accumulated to a certain de- 
gree, there is scarce, I believe, a single instance of 
their having been fairly and completely paid.” It is 
significant that Iowa, the seat of the recent farm 
rebellion, contains about one-ninth of all farm debt, 
vet only 3.44 per cent of the nation’s farm land is 
to be found in that state.’ 

Economists are requested habitually to prescribe 
remedies for the depression. They offer diverse 

Professor of Economics, University of Minnesota. 


' Wealth of Nations, Book V, Chap. ITT. ; ; 
? Calculated from Statistical Abstract of the United States, 1934, p. 541. 
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prescriptions but realize that there is no short cut 
to economic health. They would much prefer (as 
would preventive medicine) to prescribe ways of 
maintaining stability. In prosperous days, however, 
they are seldom called in to make an economic health 
audit. 


Government Costs Are Rigid 


URING depressions various prices drop un- 
equally. Farm product and raw material prices 
decline most rapidly. Public utility services, trade 
mark goods, and government services are the most 
rigid. If all of the prices including debt and inter- 
est charges in an economic community would change 
in an approximately equal degree, little hardship 
would occur. Before business recovers and men are 
put to work, costs of production must be reduced 
below selling prices so profits (the mainspring of 
business) may be secured. 
How to reduce these rigid prices, once we are in 
a depression, is a difficult task. Perhaps there is a 
way of making government costs more flexible. One 
of the primary reasons for the rigidity of taxes is 
the enormous debt burden which has been saddled 
on nearly every local and state government as well 
as on the Federal Government. Indeed, in many 
communities over 25 per cent of the tax receipts 
go to meet debt service. The Federal Government 
has a debt of $31,500,000,000. If the interest rate is 
3 per cent, this debt requires an annual charge of 
nearly $1,000,000,000, to say nothing of debt retire- 
ment. 


The accompanying chart indicates that since 1900 
our governments as a whole have been operating 
on a basis of unbalanced budgets with the exception 
of the period 1920 to 1930. This latter improvement 
was due to the debt retirement policy of the Federal 
Government. The twenty-five annual deficits which 
have occurred since 1900 have been met by floating 
additional bonds. The chart also indicates that the 
total debt has risen continuously from approximately 
three billion dollars in 1900 to fifty billion dollars 
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today. The accompanying table indicates the bond 
debt growth of state and local governments in the 
United States during prosperity, when it should have 
been reduced. 
































Governments Live Beyond Means 





HUS, during the years of prosperity our govern- 

ments, like private individuals, were living 
beyond their means. Outgo exceeded income. The 
only way to strike a balance was to go into debt. 
Now, during depression not only must the ordinary 
government services be kept up but the interest on 
the debt must be paid and in many cases bonds 
mature. In most instances these bonds are refunded 
because the tax yields are low and the maturities 
cannot be met out of income. Adam Smith noted 
that even in ordinary times governments adopt this 
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Business Bulletin, March 15, 1936. 





Chart reproduced by courtesy of the Cleveland Trust Co., from 
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Table I. 

COMBINED STATE AND LOCAL NET BONDED DEBT * 
Year Combined State & Local Per Capita 

Debt (in millions) Debt 
1913 $ 3,196 $33 
1922 7,264 66 
1925 9,864 85 
1926 10,730 92 
1927 11,739 99 
1928 12,579 105 





* Cost of Government in U. S., 1927-28, National Industrial Confer- 
ence Board, 1930, p. 45ff. 








“ruinous practice of perpetual funding.” Further- 
more, to meet problems of poor relief and unemploy- 
ment, additional bonds have to be floated. Because 
of the excess debts and tax delinquencies the credit 
of the municipalities is disturbed, which means that 
any funds borrowed can be secured only at high 
yields. For instance, in January, 1933, sixty-five 
out of eighty-seven Minnesota counties had 10 per 
cent or over of their 1932 taxes delinquent. In seven 
counties 50 per cent (or over) of the taxes were 
delinquent. In one county 78 per cent of the taxes 
were delinquent. Furthermore, there is a very close 
connection between tax delinquencies and heavy 
bonded debt as is indicated by Table IT. 


Table II 


RATIO OF BONDED DEBT TO ASSESSED VALUATION AND 
TAX COLLECTION RECORDS FOR MINNESOTA 
COUNTIES * 








Ratio of Bonded 1932 Taxes 
Geographical Districts porcine’ enh 
Valuation January, 1933 
Southeastern Counties 1.18% 9.12% 
North Central Counties 2.54 24.42 
Metropolitan Counties 2.69 11.78 
West Central Counties 3.18 18.11 
Southwestern Counties 4.16 16.37 
Northwestern Counties 9.29 37.01 
Northeastern Counties 15.50 38.47 


* Financial and Investment Review for Minnesota Banks, University 
of Minnesota, Vol. I, No. 6, February, 1933. 


The group of counties which had the lowest ratio 
of bonded debt to assessed valuation also had the 
lowest rate of tax delinquency. On the other hand, 
the northeastern counties with the highest debt ratio 
also had the greatest tax delinquency rate with at- 
tendant economic maladjustment. The bonds of the 
Minnesota counties which have a high ratio of debt 
to assessed valuation and a high tax delinquency 
rate almost invariably sold to yield a high rate— 
indicating a poor credit rating and costly new money 

in case further borrowing was necessary. Indeed, 
the Minnesota Employment Stabilization Research 
Institute * warned the state bankers to avoid Min- 
nesota municipal bonds where the debt ratio was § 
per cent or more of the assessed valuation and the 
tax delinquencies exceeded 10 per cent. 





Pay As You Go 


OW, if the economist were called in by gov- 

ernments to make an economic health audit 

during prosperity the first question he would ask 
(Continued on page 315) 


3 Financial and Investment Review for Minnesota Banks, University 
of Minnesota, Vol. I, No. 5, January, 1933. 
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Urban 
Property Tax 


Valuation 


Trends 


HANGES in the adjusted full valuations of 
C property assessed for tax purposes in all 

American cities of over 100,000 population 
averaged a decline of 30.4 per cent from the peak 
valuations to the lowest valuations during the seven- 
year period from 1929 to 1935 inclusive. The average 
decrease from the peak to the lowest adjusted 
assessed valuations in the cities of over 500,000 popu- 
lation during this period was 30.2 per cent. In the 
cities of 300,000-500,000 population, the average 
decline was 23.7 per cent. In the cities of 100,000- 
300,000, the fall in the adjusted assessed valuations 
was 33.8 per cent during the same period. The 
changes by city groups are shown in Table I. 

It will be noted from Table I that the peak full 
valuations of assessed properties occurring during 
the seven-year period in all the 93 cities reached 
the aggregate total of approximately $98,785,312,000. 
The lowest total of such assessed property valua- 
tions occurring during the period in all such cities 
totaled $68,770,333,000, or a reduction of 30.4 per 
cent. 

The total valuations of assessed property in the 
93 cities of over 100,000 population represent about 
82 per cent of the total valuation of assessed prop- 
erties in all cities of over 30,000 population. However, 
the population in these 93 cities was approximately 
73.5 per cent of the total population in all cities of 
over 30,000 population in the United States in 1930. 


Changes in Legal Assessment Ratios 


To obtain more accurate trend comparisons in the 
respective city and population group totals, adjust- 
ments have been made both as between the annual 
changes in the ratios of reported assessed valuations 


* Of J. L. Jacobs & Company, Chicago. 

The figures and supporting information herein have been collected 
from studies of property assessment and tax changes in certain cities, 
from the official reports and in correspondence with the assessing 
officials in the other cities, and from the data on changes in tax rates and 
assessed values as reported annually by C. E. Rightor in the National 
Munic ipal Review. Also from the annual reports on ‘‘Financial Statistics 
of Cities” by the U. S. Bureau of the Census. 


















By J. L. JACOBS 


Counsel in Public Administration 
and Finance* 


to full values and the legal debasement ratios which 
are established in some cities. The figures on 
the adjusted full valuations and the indexes as in- 
cluded herein for each of the cities and for the popu- 
lation groups for all years constitute under existing 
conditions the best measurement of comparative 
changes and trends in the property valuations for 
tax purposes. 


The figures of full adjusted valuations, while they 
do not represent the total valuation of property dur- 
ing any year in any city or for all of the cities com- 
bined, do present a clear picture of the trend of 
assessed values in each reporting locality and permit 
a comparison of assessment valuation trends in cities 
of varying character and population in different sec- 
tions of the country. 


While the actual debasements or ratios of prop- 
erty assessments to normal values can be deter- 
mined only by comparison of assessments with sales 
or sound appraised values, this analysis shows that 
with the decreases of taxable property assessments 
during the past six years the trend has been for 
increasing the legal or non-official ratios of assessed 





Table I 


COMPARATIVE POPULATION AND TAXABLE PROPERTY 
TOTALS BY POPULATION GROUPS—1929-1935 
(Dollar amounts in thousands) 








Adjusted 
Adjusted ull 

Combined full assessed Per cent 
popula- assessed value—city reduction 

Cities by popula- No.of tion value—city lowest from 

tion groups cities (1930) peak totals totals peak 

All cities over 

ee a oe 93 36,327,000 $98,785,312 $68,770,333 30.38% 


Cities over 500,000 13 20,829,000 63,135,716 44,077,966 30.19% 
Cities from 300,000 


to 500;000 ........ 12 4,687,000 10,865,352 8,294,087 23.66% 
Cities from 100,000 
to 300,000 . 68 10,811,000 24,784,244 16,398,280 33.84% 


Comprehensive analysis of comparative assessed and adjusted full 
valuations and the yearly trends in the larger cities or for the several 
city population groups has not heretofore been made or the results 
made available in comparable detail. That the information may be of 
maximum value to public officials, to civic and educational groups and 
individual taxpayers in appraising the changes and conditions at hand, 
this information has been placed into comparable form beginning with 
1929 and brought up to the end of 1935. 
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Table II 
CHANGES IN AVERAGE RATIO OF 
ASSESSED TO ADJUSTED FULL VALUATIONS 








Average Average 
ratio ratio 
assessed assessed 
Assess- to ad- Assess- to ad- 
ment justed full ment justed full 
year valuations year valuations 
1930 .. ’ 72.2% 1933 ; . 77.0% 
1931 .. ... 74.0% eee rr 77.2% 
ee ... 75.8% DUNNING oss Sualrrcee ee 78.0% 





valuations to so-called full valuations. This is shown 
by comparison of the annual ratio of the grand total 
assessed valuations to the adjusted valuations of 
properties assessed in the cities of over 100,000 popu- 
lation. This ratio has gradually increased from 
approximately 72.2 per cent in 1930 to 78.0 per cent 
in 1935. The changes each year since 1930 are shown 
1 Table IT. 


Assessed Valuation Trends 


The trend of declines in the adjusted assessed 
valuations of urban taxable property lagged from 
two to three years after the economic collapse in 
1929, but the decreases have continued to mount each 
year to 1935 in most of the 93 cities of over 100,000 
population. 


In these cities, the peak adjusted property valua- 
tions during the seven-year period occurred in 1929 
in only 22 cities. The peak valuations in the other 
71 cities occurred as follows: 29 cities in 1930 and 
an additional 29 in 1931, while the other 13 cities 
had their peak assessments as late as 1932 and 1933. 


In 8 of the 93 cities, the lowest adjusted valua- 
tions of assessed properties occurred prior to 1933, 
while the adjusted valuations in the other 85 cities 
have continued to decrease each year, the lowest 
adjusted .valuations occurring in 11 cities during 
1933, in 14 cities during 1934, and in the remaining 
60 cities during 1935. 


Urban Valuation Changes 


The variations in changes in the total adjusted 

valuations of assessed properties in the cities cov- 
ered in this study are brought out by comparison of 
the percentage decreases from the peak to the low- 
est assessments in each of the city population groups 
and in the respective cities. 

The summary table on comparative declines in full 
assessed valuations from the peak to the lowest point 


Table III 


COMPARATIVE DECLINES IN FULL ASSESSED VALUATIONS 
BY POPULATION GROUPS—1929-1935 








Per cent decline from peak to lowest 
assessments 





Weighted 


Cities by population groups Low Median average High 
All cities over 100,000 2.39 24-51 30.38 70.49 
Cities over 500,000 16.191 33.79 30.19 51.00? 
Cities from 300,000 to 500,000 9.008 20.96 23.66 35.864 
Cities from 100,000 to 300,000 2.395 28.48 33.84 70.498 


1 Buffalo. 

2? Detroit, Mich. 

3 Rochester, N. Y. 
* Kansas City, Mo. 
5 Lynn, Mass. 

® Tampa, Fla. 
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during the 1929-1935 period (Table II1) shows ex- 
tremes from a decline of only 2.4 per cent in Lynn, 
Mass. to one of 70.5 per cent in Tampa, Fla. 


The median percentage of decline from the peak 
to the lowest assessments is the highest in the cities 
of over 500,000 with the figure at 33.8 per cent. The 
cities of 300,000-500,000 population had the lowest 
median per cent decline with the figure at 21 per cent. 
The average weighted per cent decline from the peak 
to the lowest assessments are 23.7 per cent for cities 
of 300,000-500,000 population, and 30.2 per cent in 
cities of over 500,000 population, and 33.9 per cent 
in cities of 100,000-300,000 population. 

Variations from the median in the respective popu- 
lation groups are as follows: 


In the 13 cities over 500,000 population, two 
cities are less than 25 per cent under the median for 
the group; three cities are from 25 to 50 per cent 
under the median; one city is from 50 to 75 per cent 
under the median, while three cities are less than 
25 per cent over the median; ; two cities are from 25 
to 50 per cent over the median; and one city is from 
50 to 75 per cent over the median. 


In the 12 cities of 300,000 to 500,000 population, 
four cities are less than 25 per cent under the median 
for the group; ome city is from 25 to 50 per cent 
under the median; and one city is from 50 to 75 per 
a under the median, while two cities are less than 

25 per cent over the median ; one city is from 25 to 
50 per cent over the median ; and three cities are 
from 50 to 75 per cent over the median. 


In the 68 cities of 100,000 to 300,000 population, 
13 cities are less than 25 per cent under the median 
for the group; 13 cities are from 25 to 50 per cent 
under the median; six cities are from 50 to 75 per 
cent under the median ; and two cities are over 75 per 
cent under the median, while six cities are less than 
25 per cent over the median; 13 cities are from 25 to 
50 per cent over the median; 10 cities are from 50 
to 75 per cent over the median; two cities are from 
75 to 100 per cent over the median; and three cities 
are over 100 per cent over the median. 

Lynn, Massachusetts and Utica, New York are 
the two cities over 75 per cent under the median for 
the group, and the cities of Columbus, Ohio; Atlanta, 
Goergia ; Oakland, California; South Bend, Indiana; 
and Tampa, Florida are the cities which are 75 per 
cent or more over the median of the 100,000 to 300,000 
population group. 

The adjusted property valuations from the peak 
to the lowest years and the per cent reductions from 
the peak to the lowest years for the individual cities 


are shown in Table VII. 


Annual Percentage Changes Since 1929 


The maximum deflation in assessnients of urban 
taxable property since the collapse in 1929 was reg- 
istered during the vears 1932 and 1933. Such prop- 
erty assessments have continued to decrease in lesser 
degree in most of the principal cities during the years 
1934 and 1935. 

The highest per cent decreases in property assess- 
ments in the cities of over 500,000 population and in 
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the cities of from 100,000 to 300,000 population oc- 
curred during the years 1932 and 1933. The de- 
creases in the cities of from 300,000 to 500,000 
population were not as drastic in these years but 
were increasingly higher in 1935 than the decreases 
in the other two city population groups. 


The annual ratios of changes since 1929 in the 
adjusted full property valuations compared with each 


preceding year according to city population groups 
are shown in Table IV. 


Table IV 


ANNUAL PERCENTAGE CHANGES IN ADJUSTED PROPERTY 
VALUATIONS SINCE 1929 BY CITY GROUPS 


Annual per cent decreases compared with 
previous year 








Cities 
All cities Cities Cities from from 
Tax over over 300,000 to 100,000 to 
year 100,000 500,000 500,000 300,000 
IE ox odg gcd hr ac andy ak vetioue: nose ecatiennie ees ne elas oe 
OO ck a a +6.7* +1.0* +3.7* 
193i .. snc Bh eR —3.2 —4.3 +2.1* —2.6 
1932 gs ae cteee =e —6.9 —5.8 —7.6 
BE oe an act SH eee) «OS —9.8 —4.4 —11.0 
SES A aire Serene ... —5.8 —6.1 —1.6 —7.2 
$955: 2c.  elaPanaterCeeieaT el watose =e —2.5 —5.4 —1.1 
* Increase. 


Trend of Real Estate Assessments 


With the relatively low ratio that personal prop- 
erty constitutes of the total assessed valuation of all 
property assessed under the property tax—the ratio 
being slightly less than.20 per cent of all assessed 
properties in the United States—the general defla- 
tionary course in total assessments of urban taxable 
property has actually reflected the decreases in real 
estate assessments. 


The large percentage of real estate sales since 1930 
have been distress or forced sales. The small num- 
ber of normal sales and the wide variations in local 
conditions—in changes in real estate values, rentals, 
construction costs, etc. as well as in tax assessment 
methods—therefore preclude accurate measurement 
between the declines in real estate sales values and 
the real estate assessments in the different cities. 

Comparison of available data shows that while the 
property tax extensions have been substantially low- 
ered during the past six years, particularly in such 
cities where the tax rates have not been raised in 
proportion to the declines in the assessed valuations, 
the average ratio of general property taxes to real 
estate values has increased since 1929. 


Annual Valuation Changes 


The peak total of assessed properties in the 93 
cities of over 100,000 population in any one year dur- 
ing the period between 1929 and 1935 was reached 
in 1930. In that year the aggregate full adjusted 
valuation of such properties amounted to approxi- 
mately $94,601,313,000. This was the peak year for 
the cities in the population group of over 500,000 and 
ior the cities in the 100,000-300,000 population group. 
The peak year of the total assessed properties in the 
cities with a population between 300,000-500,000 was 
in 1931. The low year for full assessed property 
valuations during this period was reached in 1935 
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when the aggregate full value of such assessed prop- 
erties in all the 93 cities amounted to $70,818,715,000. 
The annual changes since 1929 in the adjusted full 


taxable property values by city population groups 
are shown in Table V. 


Table V 


ANNUAL CHANGES IN VALUES IN ADJUSTED FULL TAX- 
ABLE PROPERTY VALUES BY CITY GROUPS 
(Amounts in thousands) 








Adjusted full taxable property values———\ 


All cities Cities from Cities from 
Assessment over Cities over 300,000 to 100,000 to 
year 100,000 500,000 500,000 300,000 

ea ra ee $89,852,353 $57,162,207 $ 9,959,596 $22,730,550 
NY B50 8 acpekia oe Wilaee 94,601,313 60,966,540 10,060,150 23,574,623 
1931]... sysngeeess SLs 58,350,360 10,268,756 22,953,177 
1932 o>. Sia 54,340,247 9,672,602 21,198,545 
35 (Cy See en 77,135,184 49,016,625 9,249,675 18,868,884 
.. 72,665,068 46,044,660 9,098,815 17,521,593 


1935. pituetes 70,818,715 44,890,160 8,605,162 17,323,393 





Index Numbers of Adjusted 
Assessed Valuations 


Using the year 1930 as the base, the changes in 
the levels of taxable property valuations between 
1929 and 1935 in the respective city groups shown in 
Table V, are brought out clearly in the table of index 
numbers of the adjusted property valuations in the 
different city population groups (see Table VI). 


Table VI 
INDEX NUMBERS OF ADJUSTED PROPERTY VALUES BY 











GROUPS 
(1930 = 100) 

Cities by population —————— 
groups 1935 1934 1933 1932 1931 1930 1929 
Cities over 500,000 .... 73.63 75.52 80.40 89.13 95.71 100.00 93.76 

Cities from 300,000 to 
00.000 ......:. ... 85.54 90.44 91.94 96.15 102.07 100.00 99.00 

Cities from 100,000 to 
300,000 73.48 74.32 80.04 89.92 97.36 100.00 96.42 


All cities over 100,000.. 74.86 76.81 81.54 90.07 96.80 100.00 94.98 


Adjusted Property Valuation Changes 


The wide variations in the property valuation 
decreases from the peak to the low points are shown 
in Table VII for the individual cities. The adjusted 
full valuations for the peak and low years and the 
percentage reduction from the peak to the low years 
are shown for each of the cities and for each of the 
city population groups. 


Valuations by Cities for 1935 


The latest reported assessed valuations with the 
estimated ratio between the assessed valuations and 
the adjusted full valuations of such taxable property 


in the respective cities for 1935 are shown in 
Table VITI.2 


Faulty Tax Administration Reflected 


The wide variations in the changes in property 
assessments in the larger cities reflect the lack of 
adequate standards of reporting and publicity on 
property tax assessments and the confused adminis- 
tration of the property tax in many jurisdictions. 
The character of these varies in different localities 
as do the major causes of confused and ineffectual 





' See page 320. 
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administration. The defects found are not peculiar 
to any locality or any political administration. The 
extent and character of such defects vary according 
as there has been determination of sound adminis- 
trative policies and methods and as effective organi- 
zation has been provided to carry out such policies 
and to apply such methods. 

However notable the changes that have taken 
place in property tax administration, these trend 
pictures supplemented with the findings in other tax 
administration studies point to the urgent need for 
progressive improvement in property tax valuation, 
allocation and debasement practices and definite 
standards of reporting results of such administration. 
Such improvements must be pressed if taxation is 
to be more equitably distributed, if the tax burden 
on real property is to be reduced, if public confidence 
is to be restored, and if the credit and orderly func- 
tioning of local governments are to be reestablished. 

The major lines of improvement which should be 
made in property tax administration may be outlined 
as follows: 

(1) Effective central supervision over administra- 
tive practices and methods, and coordination of 
assessment and tax administration to bring about 
state and county-wide uniformity. 

(2) Integrated county-wide assessing, reviewing 
and tax collection organization to assure unified 
assessment practices and effective tax collection ad- 
ministration. 

(3) An appointive county officer as chief financial 
officer, with provision of thoroughly competent per- 
sonnel who should be employed and retained on a 
basis of ability, experience, integrity and freedom 
from political pressure. 


29 


(Continued on page 320) 


Table VII 
ADJUSTED PROPERTY VALUATION CHANGES FROM PEAK 
TO LOWEST YEARS—1929-1935 


(Cities of over 100,000 population) 
(Dollar amounts expressed in thousands) 

















Per cent 

Adjusted Adjusted reduction 
full full peak 

valuation valuation year to 

City and population Peak peak Lowest lowest lowest 
group year year year year year 

Cities over 500,000: 
New York 1932 $22,196,771 1935 $18,097,569 18.47 
Chicago 1930 10,240,312 1934! 6,147,455 39.97 
Philadelphia ° 1930 5,319,557. 1935 4,136,703 22.24 
Detroit 1929 4,602,227. 1935 =. 2,240,596 51.00 
Los Angeles 1930 4'508,000 1934 2,442,202 45.83 
Cleveland 1931 2,540,538 1933 1,341,589 47.19 
St. Louis 1931 2,035,862 1935 1,287 ,967 36.74 
Baltimore 1931 2,472,324 1935 1,829,882 25.99 
Boston 1930 2,191,276 1935 1,650,000 24.70 
Pittsburgh 1931 1,830,560 1933 1,211,935 33.79 
San Francisco 1930 2,405,956 1935 1,565,313 34.94 
Milwaukee 1931 1,392,107 1935 953,220 31.53 
Buffalo 1931 1,400,226 1935 1,173,535 16.19 
Total $63,135,716 $44,077,966 30.19 
Cities from 300,000 
to 500,000: 

Washington, D. C. 1930 $1,490,125 1933 = $1,178,425 20.92 
Minneapolis 1931 869,076 1935 728,694 16.15 
New Orleans 1933 717,939 1931 626,478" 12.74 
Cincinnati 1931 1,251,031 1933 826,695 33.92 
Newark 1933 1,330,078 1931 887,106 33.30 
Kansas City, Mo. 1931 921,773 1935 591,250 35.86 
Seattle : 1932 625,724 1935 475,335 24.03 
Indianapolis 1931 864,170 1933 618,889 28.38 
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City and population 
group 


Rochester, N. Y..... 


Jersey City 
Louisville ......... 
Portland, Ore. 


Total 


Cities from 100,000 
to 300,000: 
Houston 
Toledo 
Columbus 
Denver 
Oakland 


St. Paul 
Atlanta 
0 Serer ent 
Birmingham 
Akron 


Memphis 
Providence 
San Antonio 
Omaha 
Syracuse 


Dayton 

Worcester ....... 
Oklahoma City 
Richmond, Va. 
Youngstown 


Grand Rapids 
biattiovd ........ 
Fort Worth 
New Haven 
Flint 


Nashville .......... 
Springfield, Mass. 

San Diego 
Bridgeport, 
Scranton 


Des Moines ... 
Long Beach, C alif. 
Tulsa ; «S 
Salt Lake City 
Paterson ..... 


Conn. 


Yonkers 
Norfolk ... 
Jacksonville, Fla. 
Albany 
Trenton 


Kansas City, Kans. 
Chattanooga be 
Camden, N. J. 

Erie ; 

Spokane 


Fall River 

Fort Wayne 
Elizabeth ; 
Cambridge, Mass. 
New Bedford 


Reading, Pa. . 
Wichita 
Miami 
Tacoma ... 
Wilmington, 


Del. . 


Knoxville 
ARES E an ee 
Canton, O. 
South Bend ...... 
Somerville, Mass. 


El Paso 
Lynn 
Evansville 
Utica 
Duluth 
Tampa 
Gary 
Lowell 


Total 


Peak 
year 


1930 ~—-83 
1931 
1930 
1931 


1930 
1929 
1929 
1931 
1932 


1930 
1930 
1932 
1929 
1930 


1932 
1931 
1931 
1929 
1930 


1931 
1930 
1930 
1931 
1929 


1930 
1932 
1932 
1930 
1929 


1930 
1929 
1929 
1931 
1931 


19308 
1931 
1929 
1931 
1931 


1933 
1929 
1929 
1933 
1930 


1930 
1929 
1929 
1930 
1931 


1930 
1929 
1931 
1930 
1929 


1929 
1932 
1931 
1929 
1931 


1930 
1930 
1931 
1930 
1929 


1931 
1930 
1929 
1931 
1929 
1929 


1932 
1930 


Adjusted 
full 
valuation 
peak 
; sear 


839,642 


738, 156 
570,011 
647,627 


$10,865,352 


$667,8104 
741,329 
802,332 
580,728 
732,053 


482,1805 
687,563 
768,106 
552,693 
649,384 


430,367 
913,175 
340,292 
591,645 
552,256 
501,578 
404,072 
335,696 
481,243 
462,124 


343,348 
486,912 
342/379 
388,473 
291,526 


253,193 
327,3254 
413,397 
338,266 
253,641 


292,8054 
427,808 
273,873 
290,441 
325,520 


429,876 
311,046 
203,414 
354,962 
258,2284 


230,072 
210,482 
303,862 
249,822 
178,096 


204,130 
320,033 
166,700 
198.5774 
220,769 


280,833 
226,444 
337,830 
134,942 
206,145 


196,266 
232,452 
242,989 
409,5854 
148,551 


170,828 
140,897° 
139,445 
212,184 
212,735 


541,722 


254,567 
130,227% 


$24,784,244 


Lowest 
year 
1935 
1935 
1935 
1935 


1935 
1935 
1934 
1935 
1929 


1935 
1933 
1935 
1935 
1933 


1935 
1935 
1935 
1934 
1935 


1935 
1935 
1935 
1935 
1933 


1935 
1935 
1935 
1934 
1935 


1935 
1935 
1933 
1934 
1930 


1932 
1935 
1935 
1935 
1934 


1935 
1934 
1931 
1934 
1935 


1935 
1935 
1935 
1935 
1935 


1935 
1935 
1935 
1935 
1934 


1935 
1934 
1932 
1935 
1929 


1934 
1933 
1935 
1933 
1935 
1934 
1935 
1934 
1935 
1935 


1935 


1934 
1935 


May, 


1936 








p Per cent 

Adjusted reduction 
full peak 
valuation year to 
lowest lowest 
year year 
762,348 9.00 
616,760 16.45 
447,647 21.00 
534,461 —-17.47 
$8,294,088 23.66 
$530,000% 20.64 
462,605 37.60 
355,199 55.73 
409,755 29.44 
270,095 63.10 
353,5935 26.67 
337,760 50.88 
541,564 29.49 
376,571 31.86 
452,413 30.33 
276,550 35.74 
492,243 46.10 
274,555 19.32 
341,744 42.24 
440,184 20.29 
278,7254 44.43 
292929 27.5] 
276,522 17.63 
288,812 39.99 
287,449 37.80 
184,647 46.22 
355,064 27.08 
307,748 10.11 
310,170 20.16 
170,306 41.58 
153,408 39.41 
281,852 13.89 
224,658 45.66 
292,943 13.40 
231,236 8.83 
223,8005 Za.5¢ 
325,683 23.81 
168,731 38.39 
210,868 27.40 
187,604 42.37 
362,249 15.73 
161,909 47.95 
169,512 16.67 
300,109 15.45 
217,793 15.66 
187,616 18.45 
124,800® 40.71 
188,246 38.05 
194,007 22.34 
136,029 23.62 
106,130 48.01 
181,497 43.29 
148,311 11.03 
180,617 9.04 
117,027 46.99 
170,177 39.40 
170,320 24.78 
195,023 42.27 
101,823? 24.54 
173,218 15.97 
150,800 23.17 
149,7718 35.57 
129,639 46.65 
151,006 63.13 
117,183 21.12 
96,690 43.40 
137,533 2.39 
109,0218 21.82 
204,033 3.84 
155,922 26.71 
159,865 70.49 
172,0778 32.40 
110,341 15.27 
$16,398,280 33.84 








11934 figures latest available. 
21930 and 1931 figures the same. 
3 Assessed valuation estimated. 


* Estimated ratio not reported, assumed to be same as following year. 


5 Money and credits not included in assessed valuation. 
® 1930 and 1931 figures the same. 
71934 and 1935 figures the same. 
8 1933 and 1934 figures the same. 


® Estimated ratio not reported; 


the last year reporting. 


10 1929 and 1930 figures the same. 


assumed to be the same as in 1932, 
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Tax Changes Contained in 


the Revenue Bill of 1936 


RECISELY seven weeks after President Roose- 

velt’s sensational tax recommendations were 

made to Congress in his message dated March 
3, 1936, the House of Representatives received from 
the Ways and Means Committee a revenue measure, 
officially known as The Revenue Bill of 1936, which 
embodies the essential features of the President’s 
proposals,’ with the exception of a low-rate excise 
tax on the processing of certain agricultural com- 
modities. With but three amendments, the bill was 
passed by the House on April 29. 

Storm center of the revenue bill is the change in 
the method of taxing corporations, which involves 
the abolition of present corporate taxes and, with 
certain exceptions, provides for the levy of a tax 
the rate of which will depend on the ratio of the 
undistributed net income to the entire net income; 
or, stated in another way, on the ratio of dividends 
paid to the net income. The rates also vary ac- 
cording to whether the net income of a corporation 
is $10,000 or less, or more than $10,000. 

Following the explanation made in the majority 
report of the W ays and Means Committee, the cor- 
poration tax rate, in the first place, applies to the 
adjusted net income, which is the statutory net in- 
come less interest on certain obligations of the 
United States and Government bonds. The principal 
item of this deductible interest is the interest derived 
from Liberty bonds. 


Methods of Determining Tax Rate 


Two methods—both producing the same result— 
are provided for determining the rate of tax to be 
applied to the adjusted net income. 

The first method is based upon a decision as to 
the amount of the adjusted net income which is not 
to be paid out in dividends, that is, passed to surplus. 
The amount which is designated as the undistributed 
net income is defined as the adjusted net income 
minus (1) dividends paid and (2) the tax. The rate 
of tax can then be determined under this method by 
use of schedules I, II, or III of Section 13 (the 
schedules are reproduced below). 

If a corporation has an adjusted net income of 
$10,000 or less, under the method being described, 
the following schedule is used. 


Schedule I 
ADJUSTED NET INCOME OF $10,000 OR LESS BASED ON 
UNDISTRIBUTED NET INCOME 
If the undistributed net income equals a percentage of 
the adjusted net income shown in column 1 of the follow- 
ing table, then the tax shall be the percentage of the ad- 
justed net income shown opposite in column 2. 


Col. 1 Col. 2 Col. 1 Col, 2 Col. 1 Coal.Z 
0 24 5.10 48 17.40 
1 0.10 25 5.50 49 17.95 
2 0.20 26 5.90 50 18.50 
i 0.30 27 6.30 51 19.05 
4 0.40 28 6.70 52 19.60 


1 See April issue of THe Tax MaGaAzZzInNeE, p. 237. 





Col. 1 Col. 2 Col. 1 Col. 2 Col. 1 Col. 2 
5 0.50 29 7.10 53 20.15 
6 0.60 30 7.50 54 20.70 
7 0.70 31 8.05 55 21.25 
8 0.80 32 8.60 56 21.80 
9 0.90 33 9.15 57 22.35 

10 1.00 34 9.70 58 22.90 
11 1.25 35 10.25 59 23.45 
12 1.50 36 10.80 60 24.00 
13 1.75 37 11.35 61 24.55 
14 2.00 38 11.90 62 25.10 
15 2.25 39 12.45 63 25.65 
16 2.50 40) 13.00 64 26.20 
17 2.75 41 13.55 65 26.75 
18 3.00 42 14.10 66 27.30 
19 3.25 43 14.65 67 27.85 
20 3.50 44 15.20 68 28.40 
21 3.90 45 15.75 69 28.95 
22 4.30 46 16.30 70 29.50 
23 4.70 47 16.85 


If the undistributed net income is a percentage of the 
adjusted net income which is less than 10 (and such per- 
centage is not shown in the foregoing table) the tax shall 
be a percentage of the adjusted net income equal to one- 
tenth of the percentage which the undistributed net income 
is of the adjusted net income. 

If the undistributed net income is a percentage of the 
adjusted net income which is more than 10 and less than 
20 (and such percentage is not shown in the foregoing 
table) the tax shall be a percentage of the adjusted net 
income equal to the sum of 1, plus one-fourth of the amount 
by which the percentage which the undistributed net in- 
come is of the adjusted net income exceeds 10. 

If the undistributed net income is a percentage of the 
adjusted net income which is more than 20 and less than 30 
(and such percentage is not shown in the foregoing table) 
the tax shall be a percentage of the adjusted net income 
equal to the sum of 3.5, plus four-tenths of the amount by 
which the percentage which the undistributed net income 
is of the adjusted net income exceeds 20. 

If the undistributed net income is a percentage of the 
adjusted net income which is more than 30 (and such per- 
centage is not shown in the foregoing table) the tax shall 
be a percentage of the adjusted net income equal to the 
sum of 7.5, plus fifty-five one-hundredths of the amount 
by which the percentage which the undistributed net income 
is of the adjusted net income exceeds 30. 


Under the first method of rate computation, if a 


corporation has an adjusted net income of more than 
$10,000, the following schedule is used. 


Schedule II 


ADJUSTED NET INCOME OF MORE THAN $10,000 BASED ON 
UNDISTRIBUTED NET INCOME 
If the undistributed net income equals a percentage of 
the adjusted net income shown in column 1 of the following 
table, then the tax shall be the percentage of the adjusted 
net income shown opposite in column 2. 


Col. 1 Col. 2 Col. 1 Col:2 Cok 1 Col. 2 
0 20 9.0 40 25.0 
1 4 21 9.6 41 26.0 
2 8 22 10.2 42 27.0 
3 12 23 10.8 43 28.0 
4 1G 24 11.4 44 29.0 
5 2.0 25 12.0 45 30.0 
6 2.4 26 12.6 46 31.0 
7 2.8 27 13.2 47 32.0 
8 32 28 13.8 48 33.0 
9 3.6 29 14.4 49 34.0 
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Col. 1 Col. 2 Col. 1 Col. 2 Col. 1 Col. 2 
10 4.0 30 15.0 50 35.0 
11 4.5 31 16.0 51 36.0 
12 5.0 32 17.0 52 37.0 
13 5.5 33 18.0 53 38.0 
14 6.0 34 19.0 54 39.0 
15 6.5 35 20.0 55 40.0 
16 7.0 36 21.0 56 41.0 
17 75 37 22.0 57 42.0 
18 8.0 38 23.0 57.5 42.5 
19 8.5 39 24.0 


If the undistributed net income is a percentage of the 
adjusted net income which is less than 10 (and such per- 
centage is not shown in the foregoing table) the tax shall 
be a percentage of the adjusted net income equal to four- 
tenths of the percentage which the undistributed net 
income is of the adjusted net income. 

If the undistributed net income is a percentage of the 
adjusted net income which is more than 10 and less than 
20 (and such percentage is not shown in the foregoing 
table) the tax shall be a percentage of the adjusted net 
income equal to the sum of 4, plus one-half of the amount 
by which the percentage which the undistributed net income 
is of the adjusted net income exceeds 10. 

If the undistributed net income is a percentage of the 
adjusted net income which is more than 20 and less than 
30 (and such percentage is not shown in the foregoing 
table) the tax shall be a percentage of the adjusted net 
income equal to the sum of 9, plus six-tenths of the amount 
by which the percentage which the undistributed net 
income is of the adjusted net income exceeds 20. 

If the undistributed net income is a percentage of the 
adjusted net income which is more than 30 (and such 
percentage is not shown in the foregoing table) the tax 
shall be a percentage of the adjusted net income equal to 
the sum of 15, plus the amount by which the percentage 
which the undistributed net income is of the adjusted net 
income exceeds 30. 


The purpose of the lower rates in Schedule I, 
which are graduated from 1/10 of 1 per cent to 29% 
per cent as compared with an initial rate of 4/10 of 
1 per cent and a maximum rate of 42% per cent in 
Schedule II, is “to give some relief to small corpo- 
rations.” 


For the purpose of bringing about what is called 
i “proper transition” between the low rates of Sched- 
ule I and the higher rates of Schedule IT, Schedule ITI 
is provided for the corporation which has an adjusted 
net income between $10,000 and $40,000. In such a 
case the rate may be determined either under Sched- 
ule IT or Schedule III, according to which schedule 
gives the lesser tax. 


Schedule III 


ALTERNATIVE SCHEDULE FOR ADJUSTED NET INCOME 
OF MORE THAN $10,000 AND LESS THAN $40,000 


If the adjusted net income is more than $10,000 and 
less than $40,000 the tax shall be computed by adding: 
(A) A tax computed under Schedule I. For such pur- 
pose the percentage which the undistributed net income 
is of the adjusted net income shall be ascertained by 
subtracting from the adjusted net income the dividend 


credit and a tax determined under Schedule II or ITA; 
and 


(B) A tax upon the amount of the adjusted net income 
in excess of $10,000 at the rate which would be applied 
if the tax upon the entire adjusted net income were 
being computed under Schedule II. For such purpose 
the percentage which the undistributed net income is of 
the adjusted net income shall be ascertained by subtract- 
ing from the adjusted net income the dividend credit and 
a tax determined under Schedule IT or ITA. 


In applying this alternative schedule, it appears 
that all corporations with adjusted net incomes of 
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more than $10,000 and less than $14,309.76 will 
benefit by using it, regardless of the amount of un- 
distributed net income and the corresponding ap- 
plicable tax. Beginning with adjusted net incomes 
of $14,309.76, maximum amount undistributed, the 
advantage decreases with the undistributed net in- 
come and disappears entirely at $40,000 adjusted net 
income, minimum amount undistributed. 


Thus a corporation with a net income of $14,309.76, 
with a maximum undistributed net income and tax 
rate, would pay the same amount of tax under Sched- 
ule II and the alternative schedule. Likewise a 
corporation with a net income of $40,000 with a 
minimum undistributed net income and tax rate, 
would pay the same amount of tax under Schedule 
Il and Schedule ITI. 


Use of Schedules Exemplified 


Following are examples from the committee re- 
port to show how these schedules are designed to 
be applied: 


Example (1).—A corporation has an adjusted net income 
of $10,000. It has declared no dividends but decides that 
it wishes to retain $3,000 net in surplus (in undistributed 
net income). The percentage of undistributed net income 
to adjusted net income is, therefore, 30 per cent. In Sched- 
ule I it will be observed that when the undistributed net 
income is 30 per cent (as shown in column 1) the rate of 
tax will be 7.5 per cent (as shown in column 2). Then the 
amount of tax will be 7.5 per cent of $10,000, or $750, and 
the balance of the adjusted net income ($10,000 minus $3,000 
minus $750) or $6,250 must be paid in dividends. 


Example (2).—A corporation has an adjusted net income 
of $100,000. It has as yet declared no dividends, but it 
decides that it wishes to retain $22,500 net in surplus (in 
undistributed net income). The percentage of undis- 
tributed net income to adjusted net income is, therefore, 
22% per cent. Since the rate of 22% per cent does not 
appear in Schedule II, it is necessary to apply the rule 
immediately following the table in that schedule. The rule 
states that if the percentage is more than 20 and less than 
30 that the rate of tax will be 9, plus six-tenths of the 
amount by which the percentage which the undistributed 
net income is of the adjusted net income (22% per cent 
in this case) exceeds 20. Applying this rule the rate of 
tax will be 9 plus 1.5 per cent. Then the amount of the 
tax will be 10.5 per cent of $100,000, or $10,500, and the 
balance of the adjusted net income ($100,000 minus $22,500 
minus $10,500) or $67,000 must be paid in dividends. 

Example (3).—A corporation has an adjusted net income 
of $20,000. It has as yet declared no dividends, but it 
decides that it wishes to retain $2,000 net in surplus (in 
undistributed net income). The percentage of undistributed 
net income to adjusted net income is, therefore, 10 per cent. 
In such a case the corporation computed a tax under 
Schedule II and under Schedule III and is subject to 
whichever tax is the lesser. 


The Schedule IT tax is readily determined from the rate 
table included in that schedule. The rate for an undis- 
tributed net income of 10 per cent of the adjusted net 
income is 4 per cent of $20,000, or $800. Therefore the 
dividend credit is $17,200. 

The tax is now computed under Schedule III. <A tax is 
first computed under Schedule I on the whole $20,000 of 
adjusted net income. With 10 per cent retained the rate 1s 
1 per cent and the tax is $200. To this tax is added a tax 
under Schedule I] computed on the amount by which the 
adjusted net income ($20,000 in this case) exceeds $10,000. 
This excess is $10,000 and the rate under Schedule II for 
a 10 per cent retention is 4 per cent. Then this added tax is 
$400. The total tax under Schedule III is, therefore, $200 
plus $400, or $600. 


But the tax under Schedule II alone was $800; therefore, 
the taxpayer will have his tax computed under Schedule II] 
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since that tax is the lesser—$600 as compared with $800. 
The effect of taking the tax computed under Schedule III 
is to permit the $200 tax saving to be retained as surplus 
free of tax. 


Second Method of Computation 


The method of determining the rate of corpora- 
tion tax above described, contemplates deciding on 
a certain amount of the adjusted net income which 
shall be retained by the corporation after dividends 
and tax. It may often be more convenient to the 
taxpayer to determine the amount of his dividend 
credit first and then to compute his tax. For this 
purpose there are provided schedules IA and ITA, 
which give the same result as schedules I and II. 


Schedule IA 


INCOME OF $10.000 OR LESS BASED ON 
DIVIDEND CREDIT 
If the dividend credit equals a percentage of the adjusted 
net income shown in column 1 of the following table, then 
the tax shall be the percentage of the adjusted net income 
shown opposite in column 2. 


ADJUSTED NET 


Col. 1 Col. 2 Col. 1 Col. 2 Col. 1 Col. 2 
() 29.6774 35 17.2581 69 5.6429 
] 29.3226 36 16.9032 70 5.3571 
2 28.9677 37 16.5484 71 5.0714 
3 28.6129 38 16.1935 72 4.7857 
4 28.2581 39 15.8387 73 4.5000 
5 27.9032 40 15.4839 74 4.2143 
6 27.5484 4 15.1290 rb 3.9286 
7 27.1935 42 14.7742 76 3.6429 
8 26.8387 43. 14.4194 76.5 3.5000 
9 26.4839 44 14.0645 77 3.4000 
10 26.1290 45 13.7097 78 3.2000 
11 25.7742 46 13.3548 79 3.0000 
12 25,4194 47 13 0000 80 2.8000 
13 25.0645 48 12.6452 81 2.6000 
14 24.7097 49 12.2903 82 2.4000 
15 24.3548 50 11.9355 83 2.2000 
16 24.0000 51 11.5806 84 2.0000 
17 23.6452 Se 11.2258 85 1.8000 
18 23.2903 53 10.8710 86 1.6000 
19 22.9355 54 10.5161 87 1.4000 
20 22.5806 55 10.1613 88 1.2000 
21 22.2258 56 9.8065 89 1.0000 
22 21.8710 57 9.4516 90 0.9091 
23 21.5161 58 9.0968 91 0.8182 
24 21.1613 59 8.7419 92 0.7273 
fas 20.8065 60 8.3871 93 0.6364 
26 20.4516 61 8.0323 O04 0.5455 
27 20.0968 62 7.6774 95 0.4545 
28 19.7419 62.5 7.5000 96 0.3636 
29 19.3871 63 7.3571 97 0.2727 
30 19.0323 64 7.0714 98 0.1818 
31 18.6774 65 6.7857 99 0.0909 
32 18.3226 66 6.5000 100 
33 17.9677 67 6.2143 
34 17.6129 68 5.9286 


If the dividend credit is a percentage of the adjusted net 
income which is less than 62.5 (and such percentage is not 
shown in the foregoing table) the tax shall be a percentage 
of the adjusted net income equal to the sum of 7.5, plus 
eleven thirty-firsts of the amount by which 62.5 exceeds the 
percentage which the dividend credit is of the adjusted 
net income. 

If the dividend credit is a percentage of the adjusted net 
income which is more than 62.5 and less than 76.5 (and 
such percentage is not shown in the foregoing table) the 
tax shall be a percentage of the adjusted net income equal 
to the sum of 3.5, plus two-sevenths of the amount by which 
76.5 exceeds the percentage which the dividend credit is of 
the adjusted net income. 

If the dividend credit is a percentage of the adjusted net 
income which is more than 76.5 and less than 89 (and such 
percentage is not shown in the foregoing table) the tax 
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shall be a percentage of the adjusted net income equal to 
the sum of 1, plus one-fifth of the amount by which 89 
exceeds the percentage which the dividend credit is of the 
adjusted net income. 


If the dividend credit is a percentage of the adjusted net 
income which is more than 89 and less than 100 (and such 
percentage is not shown in the foregoing table) the tax 
shall be a percentage of the adjusted net income equal to 
one-eleventh of the amount by which 100 exceeds the 
percentage which the dividend credit is of the adjusted 
net income. 


Schedule IIA 


ADJUSTED NET aoe OF MORE THAN $10,000 BASED ON 
DIVIDEND CREDIT 
If the dividend credit equals a percentage of the ad- 
justed net income shown in column 1 of the following 
table, then the tax shall be the percentage of the adjusted 
net income shown opposite in column 2. 


Col.1 Col. 2 












Col. 1 Col. 2 Coli Col. 2 

0 42.5 34 25.500 68 10.1250 

1 42.0 35 25.000 69 9.7500 

z 41.5 36 24.500 70 9.3750 

3 41.0 37 24.000 71 9.0000 

4 40.5 38 23.500 fz 8.66666667 

5 40.0 39 23.000 73 8.33333333 

6 39.5 40 22.500 74 8.00000000 

7 39.0 41 22.000 75 7.66666667 

8 38.5 42 21.500 76 733333333 

9 38.0 43 21.000 77 7.00000000 
10 37.5 44 20.500 78 6.66666667 
11 37.0 45 20.000 79 6.33333333 
12 36.5 46 19.500 80 6.00000000 
13 36.0 47 19.000 81 5.66666667 
14 35.5 48 18.500 82 5.33333333 
15 35.0 49 18.000 83 5.00000000 
16 34.5 50 17.500 84 4.66666667 
17 34.0 51 17.000 85 4.33333333 
18 33.5 52 16.500 86 4.00000000 
19 33.0 53 16.000 87 3.71428571 
20 32.5 54 15.500 88 3.42857143 
21 32.0 55 15.000 89 3.14285714 
22 31.5 56 14.625 90 2.85714286 
23 31.0 57 14.250 91 2.57142857 
24 30.5 58 13.875 92 2.28571429 
25 30.0 59 13.500 93 2.00000000 
26 29.5 60 13.125 94 1.71428571 
27 29.0 61 12.750 95 1.42857143 
28 28.5 62 12.375 96 1.14285714 
29 28.0 63 12.000 97 0.85714286 
30 27.5 64 11.625 98 0.57142857 
31 27.0 65 11.250 99 0.28571429 
32 26.5 66 10.875 il | rene meee 
33 26.0 67 10.500 


If the dividend credit is a percentage of the adjusted 
net income which is less than 55 (and such percentage 
is not shown in the foregoing table) the tax shall be a 
percentage of the adjusted net income equal to the sum 
of 15, plus one-half of the amount by which 55 exceeds 
the percentage which the dividend credit is of the adjusted 


net income. 


If the dividend credit is a percentage of the adjusted 


net income which is more than 55 and less than 71 (and 
such percentage is not shown in the foregoing table) the 
tax shall be a percentage of the adjusted net income equal 
to the sum of 9, plus three-eighths of the amount by which 
71 exceeds the percentage which the dividend credit is 
of the adjusted net income. ~ 


If the dividend credit is a percentage of the adjusted 
net income which is more than 71 and less than 86 (and 
such percentage is not shown in the foregoing table) the 
tax shall be a percentage of the adjusted net income equal 
to the sum of 4, plus one-third of the amount by which 
86 exceeds the percentage which the dividend credit is of 
the adjusted net income. 


If the dividend credit is a percentage of the adjusted 
net income which is more than 86 and less than 100 (and 
such percentage is not shown in the foregoing table) the 
tax shall be a percentage of the adjusted net income equal 
to two-sevenths of the amount by which 100 exceeds the 
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percentage which the dividend credit is of the adjusted net 
income. 

Since the application of schedules IA and IIA is 
similar to the application of schedules I and II, onl 
one example is given to demonstrate how schedules 
IA and IIA are applied. 





has paid dividends of $50,000 
during its dividend year. Its adjusted net income is 
$100,000. Its tax is computed under Schedule IIA. From 
the table included in the schedule it is observed that when 
the dividend credit equals 50 per cent of the adjusted net 
income, as in this case, the rate of tax shall be 17.5 per cent 
of $100,000, or $17,500, and the undistributed net income 
is $32,500. 

Terms used in connection with the tax schedules 
that are not defined above and are not used in present 
tax law are “dividend year” and “dividend credit,” 
definitions of which are contained in Section 27 of 
the bill. The term “dividend year” in the case of 
calendar-year returns begins on March 15 of the tax- 
able year and ends on March 14 following the close 
of the taxable year.2. In the case of fiscal-year re- 
turns, a similar period is provided for. The term 
“dividend credit”, means the amount of dividends 
paid during the dividend year corresponding to the 
taxable year. 


The Dividend Credit to Corporations 


Section 27 also contains the rules to be used in 
the case of corporations for evaluating dividends in 
kind, dividends in obligations of the corporation, 
stock dividends, distributions in liquidation, preferen- 
tial dividends, nontaxable distributions and _ inter- 
corporate dividends. 

It is noteworthy that the dividend credit may in- 
clude dividends paid in excess of the adjusted net 
income for two prior taxable years. Section 27 (c) 
provides that for purposes of the graduated tax on 
corporations based on dividends paid, in computing 
the dividend credit for any taxable year, if the divi- 
dends paid during the dividend year are less than 
the adjusted net income, there shall be allowed as 
part of the dividend credit, and in the following 
order 

(1) Dividends paid during the second preceding 
dividend year in excess of the adjusted net income 
for the corresponding taxable year, to the extent not 
needed as a dividend credit for the taxable year pre- 
ceding the taxable year the tax for which is being 
computed ; and 

(2) Dividends paid during the first preceding divi- 
dend year in excess of the adjusted net income for 
the corresponding taxable year. 


Penalty on Holding Company Dividends 


Inconspicuously placed under the heading “Inter- 
corporate Dividends” and as the tenth subdivision 
of Section 27, namely, paragraph (j), is a heavy 
penalty on holding company structures which in- 
volve payment of dividends by one holding company 
to another controlling it. 

It is provided that if a corporation derives 80 per 
cent or more of its gross income from dividends 
paid by other corporations, then the dividend credit 


* A House amendment makes the corporation dividend year the same 
as the taxable year. 
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with respect to each dividend payment shall be re- 
duced to an amount equal to the sum of: 

(1) The portion of such dividend payment paid to 
shareholders other than corporations ; 

(2) The portion of such dividend payment paid to 
corporations taxable under section 104, 105, 201, 204, 
207, 231, 251, or 261, or to corporations exempt from 
taxation under section 101; 


(3) The portion of such dividend payment made 
to a corporate shareholder owning less than 50 per 
centum of the class of stock with respect to which 
the dividend is paid; and 

(4) An amount of such dividend payment paid to 
other corporate shareholders which bears the same 
ratio to the total dividend payment paid to them as 
the part of the gross income not derived from divi- 
dends bears to the entire gross income. 

The effect of the above rule is, for example, that 
if Corporation A derives all of its income from 
subsidiaries, and Corporation A in turn is wholly 
owned by Corporation B, Corporation A would get 
no credit whatever for dividends paid to Corpora- 
tion B, its parent. Corporation A would be re- 
garded as having withheld all of its earnings and 
would be subject to the maximum rates in its income 
class. 

Again, if Corporation A derives 80 per cent of its 
income from subsidiaries and was in turn 50 per 
cent controlled by Corporation B, the rate on Cor- 
poration A would be reduced by its dividend pay- 
ments but not to the full extent allowed corporations 
which are not holding companies and which are 
not controlled by another corporation. 


Exceptions to General Corporation Tax 


In recognition that in certain cases corporations 
cannot pay out dividends or that sound policy de 
mands the nonpayment of dividends, a flat rate of 
tax is imposed in some cases on corporate incomes, 
or parts thereof, in lieu of the undistributed profits 
tax which is applicable in general. 


Corporations Having Deficits 


Corporations with a deficit are given special con- 
sideration. Section 14 provides that if the accumulated 
earnings and profits of a corporation as of the close 
of the taxable year (computed without diminution 
by reason of the distribution during the taxable year 


of earnings and profits, or by reason of the tax im- 


posed) are less than the adjusted net income, the 
tax is to be computed by adding: 


(1) a tax of 22% per cent* of the excess of the 
adjusted net income over such accumulated earnings 
and profits; and 


(2) a tax upon the remainder of the adjusted net 
income (less the tax under the preceding paragraph) 
computed under the method provided in Section 13 
as if the adjusted net income were equal to the 
amount of such remainder so reduced. 

But this method is not to be applied if it results 
in a higher tax than would be payable without its 
application. 


3 By a House amendment this rate is reduced to 15 per cent. 
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Corporations with Contracts Not to Pay Dividends 


In Section 15 a similar treatment is accorded with 
respect to that part of net income that cannot be 
paid out in dividends without violating a written 
contract in existence prior to March 3, 1936. In 
such a case the tax is to be computed by adding: 


(1) a tax of 22% per cent of the excess of the 
adjusted net income over the amount which is not 
prohibited during the whole of the taxable year 
from being paid as dividends during the dividend 
year; and 

(2) a tax upon the remainder of the adjusted net 
income (less the tax under paragraph (1)) computed 
under Section 13 as if the adjusted net income were 
equal to the amount of such remainder so reduced. 


However, this section is not to be applied if it 
operates to increase the tax which would be payable 
without its application. 


Debt Relief Provision 


Relief is also given by the provisions of Section 
16 to corporations in the case of certain debts which 
are in excess of the accumulated earnings and profits. 
It is provided that if the sum of all debts computed 
under subsection (a) of Section 16 is in excess of 
the accumulated earnings and profits of the corpora- 
tion as of the day before the first day of its first 
taxable year beginning after December 31, 1935, and 
if the corporation, in its return for its first taxable 
vear under this title, specifies the number of consecu- 
tive taxable years (not less than five) over which 
such debt excess shall be amortized for the purposes 
of this subsection, then for such number of consecu- 
tive taxable years, beginning with the first taxable 
year of the corporation under this title (or if no such 
specification is made, then for the first ten taxable 
vears) the tax imposed by Section 13, in lieu of being 
computed under such section, shall be computed by 
adding : 

(1) A tax of 22% per centum of an amount of the 
adjusted net income equal to the amount of such 
debt excess divided by the number of years so speci- 
fied (or, if no specification, then by ten) ; and 

(2) A tax upon the remainder of the adjusted net 
income (less the tax under paragraph (1)) computed 
under Section 13 as if the adjusted net income were 
equal to the amount of such remainder so reduced. 

3ut this section is not to be applied if it results 
in a higher tax than would be payable without its 
application. 


Flat-Rate Taxes on Domestic Corporations 


Banks and trust companies, and insurance com- 
panies, whether domestic or foreign, are taxable at 
a flat rate of 15 per cent. Domestic corporations in 
receivership are also taxed at the same rate. If the 
common parent corporation of an affiliated group is 
taxable under Section 105 (relating to the tax on 
corporations in receivership) the affiliated group 
for the same period is taxable under that section. 
In all other cases the affiliated group is taxable under 
the regular corporation tax, based on undistributed 
net income, regardless of the fact that one or more 
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corporations in the group are in receivership or in 
bankruptcy. 


Rates for Foreign Corporations 


In the case of resident foreign corporations there 
is imposed a tax of 22% per cent of the amount of 
the net income in excess of a credit under Section 
26, relating to interest on certain obligations of the 
United States and Government corporations; on non- 
resident corporations the rate of tax on specified 
income from within the United States is 15 per 
cent. Foreign banks are taxable at a rate of 15 
per cent on the portion of net income derived from 
carrying on the banking business in the United 
States, and 22% per cent on the portion of net in- 
come derived from sources within the United States 
other than from carrying on the banking business in 
the United States. 

For China Trade Act Corporations the tax rate 
is 15 per cent of the net income in excess of the 
credits provided in sections 26 and 262. 


Distributions by Corporations 


As to stock dividends, the general rule is that 
a distribution made by a corporation to its share- 
holders in stock of the corporation or in rights to 
acquire stock of the corporation shall be treated as 
a taxable dividend to the extent that such distribu- 
tion constitutes income to the shareholder within 
the meaning of the Constitution and represents a 
distribution of earnings or profits accumulated after 
February 28, 1913. 


Whenever a distribution is, at the election of any 
of the shareholders (whether exercised before or 
after the declaration thereof), payable either (A) in 
stock of the corporation or in rights to acquire stock 
in the corporation, of a class which if distributed 
without election would be tax-exempt under the 
general rule, or (B) in money or any other prop- 
erty (including stock of the corporation or in rights 
to acquire stock in the corporation, of a class which 
if distributed without election would not be exempt 
from tax under the general rule), then the distribu- 
tion constitutes a taxable dividend in the hands of 
all shareholders, regardless of the medium in which 
paid. 

If the whole or any part of a dividend is paid to a 
shareholder in any medium other than money, it is 
prescribed that the property received other than 
money shall be included in gross income at its fair 
market value at the time as of which it becomes 
income to the shareholder. 


Miscellaneous Provisions 
Affecting Corporations 


Improper Surplus Accumulation Penalty 


Section 102 of existing law dealing with the surtax 
on corporations improperly accumulating surplus, 
has been revised so as to apply only to banks, in- 
surance companies, foreign corporations, China 
Trade Act corporations, certain domestic corpora- 
tions doing business in the possessions of the United 
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States, and personal holding companies. The surtax, 
where it is deemed applicable, is computed by taking 
25 per cent of the amount of retained net income 
not in excess of $100,000, plus 35 per cent of the 
amount of the retained net income in excess of 
$100,000. ‘Retained net income” is defined in sub- 
section (b) (2) of Section 102 of the bill as mean- 
ing the net income minus, in the case of corporations 
subject to the tax imposed by Section 13 (the general 
corporation tax), the dividend credit allowed by Sec- 
tion 27, and, in the case of corporations not subject 
to the tax imposed by Section 13, a dividend credit 
computed in the same manner as if such corpora- 
tions were subject to such tax. In either case for 
the purposes of Section 102 the dividend gene is 
to be computed by substituting in Section 27, relat- 
ing to the corporation credit for dividends paid, for 
the words “adjusted net income” wherever appear- 

ing in such section the words “net income.” 


Distributions in Liquidation 


Section 115 (c), relating to distributions in 
liquidation has been revised so as to permit the 
shareholders (other than corporations) of a corpora- 
tion, which is completely liquidated within a two- 
year period, to be taxed on the resulting gains under 
the provisions of Section 117 (a), which allows a 
taxpayer to take into account in computing net in- 
come only a certain portion of the gain, varying 
according to the length of time for which he has 
owned the stock. 


Capital Stock and Excess-Profits Taxes 


The capital stock tax is reduced from the present 
rate of $1.40 per thousand of the adjusted declared 
value to 70 cents for the capital stock tax year ending 
June 30, 1936. As to all future years the tax is 
terminated. The provisions of existing law giving 
corporations the right to declare a new value for 
capital stock tax purposes for the capital stock tax 
year ending June 30, 1936, are continued in force. 

The excess-profits tax imposed by Section 106 of 
the Revenue Act of 1935 is terminated at the end of 
the first income tax taxable year of the taxpayer end- 
ing after June 30, 1937. Accordingly, corporations 
whose income tax taxable years are on a calendar 
year basis will be subject to the exc ess-profits tax 
for the calendar year 1936. Corporations whose in- 
come tax taxable years are on a fiscal year basis, 
which year ends after June 30, 1936, will be subject 
to the excess-profits tax for the first income tax 
taxable year ending after such date. The excess- 
profits tax will not apply to any income tax taxable 
year ending after June 30, 1937. 


The “Windfall” 


A special tax on the “unjust enrichment” accru- 
ing to any person as a result of passing on to others 
the burden of Federal excise taxes is imposed by 
Section 501 of the bill. The tax is 80 per cent of 
the income Tepresenting so-called unjust enrich- 


ment. The income on which the 80 per cent tax is 
based is as follows: 
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(1) Where the taxpayer is a person on whom a 
Federal excise was imposed but not paid, the net 
income from the sale of articles upon which the 
excise was not paid must be computed. This 
amount, to the extent that it is attributable to the 
shifting to his vendees or others the burden of the 
excise, is subject to the tax. 

(2) Where the taxpayer is a person who bought 
articles at a price including the burden of the excise 
tax and resold them at a price also including the 
burden of the excise tax there shall be computed the 
net income attributable to any reimbursement he 
receives from his vendor for the burden of the excise 
tax, and this amount (limited to the extent to which 
he shifted the burden of the excise to his customers) 
is subject to the tax. 

The tax does not apply to any income from any 
transactions other than those involving either (a) 
articles subject to an excise imposed on the tax 
payer and not paid by him, or (b) articles with 
respect to which, as a dealer, the taxpayer is doubly 


reimbursed for the excise in the manner explained 
under (2) above. 


The term “Federal excise tax” is defined to in- 
clude not only the processing taxes, but any tax 
(or exaction denominated a tax), under any valid or 
invalid Federal statute, of a type which is capable 


of being shifted by the taxpayer to purchasers of 
articles or services, 


For the purposes of the tax a method is prescribed 
for computing the extent to which the taxpayer 
shifted to others the burden of a Federal excise, 
but either the taxpayer or the commissioner may 
rebut this presumption by certain proof. 


Refunds of AAA Taxes 


Section 601 (a) reenacts certain sections of the 
AAA for the sole purpose of allowing refunds 
where the delivery for charitable distribution or 
use, or the exportation, or the manufacture of large 
cotton bags, or the decrease in the rate of the proc- 
essing tax accrued prior to January 6, 1936. This 
legislation is designed to remove doubts which have 
existed since the Supreme Court held the processing 
taxes invalid as to the authority of the Commis- 
sioner, with the approval of the Secretary of the 
Treasury to make refunds under sections 10(d), 
15(a), 15(c), 1lo(e)(1), 16(e)(3), and 17(a) of the 
AAA, as amended. 

Section 601 (b) excludes from the benefits of 
the section the processor or other person who paid 
the tax with respect to the articles on which the 
claim is based. Claims of such persons are within 
the provisions of Section 21(d) of the AAA. 

Other paragraphs prescribe administrative rules 
governing the refunds. 

The effect of Section 602 of the bill would be to 
place all holders of floor stocks on January 6, 1936, 
of articles processed wholly or in chief value from 
commodities subject to the processing tax on that 
date, except the processor or other person who paid 
or was liable for the tax, in substantially the same 
position as they would have occupied had the proc- 
(Continued on page 318) 
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Review of the operation of the taxes 
in anticipation of their probable revival 


By M. SLADE KENDRICK* 


LTHOUGH the processing taxes have been 
A declared unconstitutional, there is a possibility 

that they may be reenacted. Experience with 
these taxes demonstrates that they are productive 
sources of revenue, and the verdict of the Supreme 
Court leaves the way open to their levy as excises 
unconnected with the forbidden regulation of crops. 
Moreover, if the movement toward extension of 
Federal control in the economic sphere continues, it 
is scarcely reasonable to suppose that an adverse 
decision of the Supreme Court will stop permanently 
the direct use by the central government of as pow- 
erful an instrument as taxation to accomplish that 
end. The Court has been known to change its mind, 
and the amending process may always be resorted 
to. Thus this examination of the provisions where- 
by the processing taxes were regulated is not ven- 
tured as an exercise in history only. 


The broad purpose of the Agricultural Adjustment 
Act, as stated in the declaration of policy, was to 
“reestablish prices to farmers at a level that will give 
agricultural commodities a purchasing power with 
respect to articles that farmers buy, equivalent to 
the purchasing power of agricultural commodities in 
the base period.” Thus the idea of raising agricul- 
tural prices to the pre-existing status of parity with 
other prices was expressed and defined, an end made 
specific in the declaration by the definition of the 
hase period, which for most commodities was from 
1909 to 1914. 

This objective was to be realized by the establish- 
ment and maintenance of the appropriate balance 
between the consumption and the production of agri- 
cultural commodities, and the marketing conditions 
for their movement into consumption. Recognition 
was thus given to the effects of supply, and demand, 
and marketing conditions on price. It was by the 
adjustment of these factors that the appropriate 
balance, and, therefore, the desired price relation- 
ship, was to be obtained. In practice, however, owing 
to lack of control over demand and the difficulty, if 


 * Assistant Professor of Rural Economy and of Economics, New York 
State College of Agriculture, Cornell University. 


The Processing Tax 
Provisions of the AAA 


not impossibility, of reducing marketing costs, this 
meant that the goal of higher prices was to be 
reached through reduction in supply. 


The declared policy of the Agricultural Adjust- 
ment Act applied equally to all agricultural com- 
modities. The prices of all were to be raised to 
the level determined upon. It was in the manner 
and the means of attaining this end, that differences 
appeared among the various commodities. The 
prices of agricultural commodities generally could 
be raised by marketing agreements, the removal of 
surpluses, and export bounties, these undertakings 
being aided, perhaps, in the original form of the 
Act, by the licensing of processors, or in the amended 
version, by the issuance of orders to them by the 
Secretary of Agriculture. A few commodities, how- 
ever, were designated as “basic” and could be sub- 
jected to special treatment.? It is these that were 
fundamental to the Agricultural Adjustment pro- 
gram. The chief issues of that program centered 
in them. They provided the action in the main tent. 
Moreover, only “basic” commodities could be taxed. 


The relationship of basic agricultural commodities 
to processing taxation was indirect. Basic commodi- 
ties only could be taxed but not all basic commodi- 
ties were taxed. According to the original provision 
for taxation in the Agricultural Adjustment Act, 
the levy of a processing tax depended upon a 
proclamation by the Secretary that rental or benefit 
payments were to be made with respect to a basic 
agricultural commodity.” Following such a proclama- 
tion, a tax on the processing of that commodity be- 
came effective on the beginning of the next market- 
ing year. Rental or benefit payments in turn rested 
on the power of the Secretary “to provide for reduc- 
tion in the acreage or reduction in the production 
for market, or both, of any basic agricultural com- 
modity, through agreements with producers or by 
other voluntary methods, and to provide for rental 





1 Wheat, cotton, field corn, hogs, rice, tobacco, and milk and its —~ 

ucts were designated as “basic” in the original Act. The final list 

included these and eight other commodities: rye, flax, barley, grain 

sorghums, cattle, potatoes, sugar beets and sugarcane, and peanuts. 
2 The Agricultural Adjustment Act. Sec. 9 (a). 
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or benefit payments in connection therewith or upon 
that part of the production of any basic agricultural 
commodity required for domestic consumption, in 
such amounts as the Secretary deems fair and rea- 
sonable, to be paid out of any moneys available for 
such payments.”* Thus, the goal of equality in 
purchasing power set forth in the declaration of 
policy was, in the instance of basic agricultural com- 
modities for which this procedure appeared feasible, 
to be attained by a reduction in their supply brought 
about by voluntary methods and paid for. 


Processing Taxes Under Amended Act 


HE amended Act continued the dependence of 

the levy of a processing tax upon a proclama- 
tion by the Secretary but conditioned the making 
of such proclamation upon an investigation, and 
broadened the nature of this announcement so that 
it was no longer limited to the forthcoming of rental 
or benefit payments but might promise certain other 
payments.* The revised version also eliminated the 
dependence of benefit payments upon a program of 
reduction in the acreage or supply of the commodity. 
For reduction, “adjustment” was substituted. An 
adjustment may be up, or it may be down. 
Consequently, the change meant that benefit pay- 
ments could be made for increasing production. This 
modification was, however, insignificant save in a 
temporary or immediate sense. For the adjustment 
in production was limited by the declaréd policy to 
raise agricultural prices to the parity level. There 
was small place in such an objective for increases 
in production. Prices are to be raised by decreas- 


ing supplies, not by increasing them. That is 
fundamental. 


The levy of a processing tax on an agricultural 
commodity was, therefore, conditional upon the 
development of a control program for that com- 
modity. Moreover, the revenue from such a tax 
was deposited in the Treasury to reimburse it for 
advances made in respect to the various commodity 
programs.® Thus, the revenue obtained by proc- 
essing taxes was related to the parity prices sought 
to be obtained. These facts indicate the point of 
view from which processing taxes are to be con- 
sidered. Clearly, their function was not that of 
providing general revenue. They were, rather, to 
be regarded as special taxes for the attainment of 
the special objectives of agricultural adjustment. 

Agricultural commodities on their way to con- 
sumption, whether as food or for industrial purposes, 
are usually subjected to one or more operations to 
prepare them for use. Thus, hogs must be 
slaughtered, wheat must be ground into flour, cotton 
must be spun into cloth, and rice must be hulled 
and polished. A processigg tax was a levy on one 
of these operations, usually the first. For a number 
of agricultural commodities, the definition of proc- 
essing was given in the Agricultural Adjustment 
Act. Where no definition was indicated, the general 
rule applied that any manufacturing which involved 
a change in the form of a commodity, or its prepara- 





*The Agricultural Adjustment Act, Sec. 8 (1). 
*Section 8, Subsections 2 and 3. Sec. 9 (a). 
’ Sec. 12 (b). 
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tion for distribution or use as defined by regulations 
of the Secretary of Agriculture was to be accounted 
as processing.® The Secretary, in making such regu- 
lations, was commanded to “give due weight to the 
customs of the industry.” 


Inasmuch as the processing of the agricultural 
commodity was taxed, and this act as such offers no 
basis for taxation, it was necessary either to tax 
the commodity before it entered processing, or to 
tax it after it had emerged from that operation. The 
choice, therefore, was between taxing the commodity 
about to be processed or taxing the product of the 
processing. A tax on the product of the processing 
operation would fail to reach part of the commodity 
on account of the loss in weight during processing. 
Moreover, the rate of such a tax would not corre- 
spond to the differential between the current and 
the parity price according to which the rate of a 
processing tax was to be determined, for that dif- 
ferential was between the current and the parity 
price of the raw commodity. On the other hand, a 
tax levied on a commodity about to enter processing 
is a levy on the entire commodity, for the weight 
that is taxed includes not only that part of the whole 
which is to go through into the final product but 
also that part which is to be lost in the processing 
operation. The rate of a tax levied at this point 
would also bear a direct relation to the difference 
between the current farm and the parity price of the 
commodity. The decision of the Agricultural Adjust- 
ment Administration was to tax the commodity 
entering processing rather than the product. 


Rules Governing Initial Tax Rates 


HE Agricultural Adjustment Act included a 

formula for the determination of the initial rate 
of a processing tax.’ This formula was at first rela- 
tively simple, including only a general rule and a 
special rule, but it grew by process of amendment 
until eventually it became most complex. 


The general rule was that the initial rate of tax 
levied on the processing of a commodity was to be 
the difference between the current farm and the 
parity price of that commodity. This meant, when 
interpreted statistically, that the average farm price 
of the commodity during the base period was multi- 
plied by the index number of the prices of commodi- 
ties bought by farmers, and the resulting product 
was called the parity or equalized purchasing power 
price of the commodity. Subtraction of the current 


farm price from the parity price gave the rate of 
tax to be levied.® 


The special rule was that if the Secretary had 
reason to believe that the levy of the tax at the full 
difference between the current farm and the parity 
price would depress the farm price of the commodity 
or cause surplus stocks of it to accumulate, he should 
cause an investigation to be made and hold a public 


6 Sec. 9 (d) par. 8. 

™The Jones-Costigan Amendment to the Agricultural Adjustment Act 
provided a special formula for sugar which, in effect, limited the rate of 
the processing taxes on sugar to the reduction in the duty on Cuban 
sugar made under the terms of the reciprocity treaty. This was 0.5 
cents per pound raw value. 

The processing taxes on rice and rye were levied by Congress without 
direct reference to the formula. 

8 Sec. 9 (b) gave both the general and the special rule. 
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hearing on the matter. If the information brought 
forth at the hearing and by the investigation bore 
out the inference that the full rate would result in 
a depression of the farm price or in the accumula- 
tion of surplus stocks of the commodity, the tax 
was to go into effect at a rate reduced to the point 
at which these unfavorable effects would not be 
precipitated. 

The general rule seems to have been based on 
the theory that the lower the farm price of a com- 
modity, the greater the need for raising it, and 
consequently the larger the amount of revenue which 
ought to be collected to insure attainment of this 
objective, and conversely. The special rule was a 
recognition that the incidence of the tax might be 
on the farmer. Thus, it provided for the levy of the 
processing tax at a lower rate, lest the full rate 
operate to lower the farm price or to cause an ac- 
cumulation of surplus stocks of the commodity. The 
effect of the program was, however, considered in 
relation to the incidence of the tax. , For example, if 
a given rate of tax considered by itself would lower 
the farm price, but the effects of the program would 
prevent such decline, that rate of tax could be levied 


The change made by amendment to include tax 
and interest payments per acre on farm real estate 
in the computation of parity price was, in effect, a 
modification of the general rule in that it made pos- 
sible the initial levy of a processing tax at a higher 
rate. The rule itself was modified later to raise the 
rate of tax to such point in excess of the current- 
parity price differential as would yield additional 
revenue equal to the sum of charitable refunds, and 
tax-exempt processing done by the states.® The 
practical effect of these changes was negligible. 
Their importance was chiefly that of principle. The 
differential by which the tax could be regulated 
came to depend in part on public policy concerning 


. expenditures and taxation, the distribution of equity 


in the ownership of farm land, and the quantity of 
commodities distributed for relief. 


The special rule was also modified. The provision 
for levying a processing tax at a lower rate generally, 
because imposition of the full rate would probably 
result in an accumulation of surplus stocks or in a 
depression in the farm price of the commodity, was 
extended to make possible a reduction limited to 
the processing of the commodity for any designated 
uses or into any particular products. 


Procedure in Rate Changes 


NCE a processing tax had been made effective, 

changes in the rate imposed were governed by 
a complicated formula. There was first of all the 
requirement in the earlier Act, which was continued 
in the revised compilation, that “the rate so deter- 
mined shall, at such intervals as the Secretary finds 
necessary to effectuate the declared policy, be ad- 
justed by him to conform to such requirements.” 7° 
The amendments, however, validated all existing 
rates of processing taxation, and fixed these rates, 





_° The additional rate thereby made possible was limited to 20 per cent 
of the rate that otherwise could be levied. 
% Section 9 (a). 
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save that on rice, until December 31, 1937, except 
that changes in them were mandatory once the farm 
price of a taxed commodity had approached a cer- 
tain percentage of the parity price for a given period."! 
In that event a rate of tax determined with reference 
to the parity price of the commodity was to become 
effective.?? 


All these requirements for changing the rate of a 
processing tax were in effect during the last few 
months of the Agricultural Adjustment Administra- 
tion. Hence, all had to be considered when a change 
was contemplated. Thus, a processing tax could be 
raised or lowered within the range of the difference 
between the current farm and the parity price, if 
it could be shown that such adjustment was needed 
for attainment of the declared policy. If, however, 
the farm price of a commodity bore a specified rela- 
tionship to the parity price for a given period, the 
rate of the processing tax had to be changed, and in 
that event the new rate was determined with ref- 
erence not to the farm-parity price differential but 
to the parity price. The rate could be reduced if 
it were to cause a depression in the farm price or 
an accumulation of surplus stocks of the commodity. 
If after the rate of a processing tax had been reduced 
the conditions responsible for the lowered rate should 
change, the rate could be increased within the differ- 
ence between the farm price and the parity price of 
the commodity, subject, however, to the special 
limitation that if the farm price of the commodity 
should bear a given relationship to the parity price 
for a certain period, the provisions respecting fixation 
of the rate of taxation with reference to the parity 
price would govern. On the other hand, if a change 
could not be supported because of its effect in 
furthering attainment of the declared policy, if the 
rate currently imposed did not depress the farm 
price or result in the growth of surplus stocks of 
the commodity, and if the price of the commodity 
did not approach within the specified percentage of 
parity for the indicated period, the rate of taxation 
remained fixed until December 31, 1937. Thus, both 


11 The rate on rice was fixed by Sec. 9 (b) (3) to July 31, 1936. 

12 The formula for fixing the rate with reference to parity as given in 
Sec. 9 (b) (6) (B) follows: “If the average farm price of any com- 
modity, the rate of tax on the processing of which is prescribed in 
paragraph (2), (3), (4), or (5) of this subsection or is established pursu- 
ant to this paragraph (6), during any period of twelve successive months 
ending after July 1, 1935, consisting of the first ten months of any 
marketing year and the last two months of the preceding marketing 
year— 

(i) is equal to, or exceeds by 10 per centum or less, the fair exchange 
value thereof, or, in the case of tobacco, is less than the fair exchange 
value by not more than 10 per centum, the rate of such tax shall (subject 
to the provisions of subdivision (A) of this pear (6)) be adjusted, 
at the beginning of the next succeeding marketing year, to such rate as 
equals 20 per centum of the fair exchange value thereof. 


(ii) exceeds by more than 10 per centum, but not more than 20 per 
centum, the fair exchange value thereof, the rate of such tax shall 
(subject to the provisions of subdivision (A) of this paragraph (6)) be 
adjusted, at the beginning of the next succeeding marketing year, to 
such rate as equals 15 per centum of the fair exchange value thereof. 


(iii) exceeds by more than 20 per centum the fair exchange value 
thereof, the rate of such tax shall (subject to the provisions of sub- 
division (A) of this paragraph (6)) be adjusted, at the beginning of the 
next succeeding marketing year, to such rate as equals 10 per centum 
of the fair exchange value thereof.” 


This formula was designed to solve a problem. The Administration 
wanted the rates of processing taxation to be fixed with reference to 
the parity standard. It wanted also to remove the tax from flue-cured 
tobacco or to lower it greatly because the price of this type was above 
parity. But it did not want to remove the tax on hogs lest in the 
absence of control an unbalanced relationship arise between the produc- 
tion of the related commodities, corn and hogs. | : 

The problem of devising a formula that would include the parity stand- 
ard and remove the tax from flue-cured tobacco was relatively easy. 
The difficulty came in accomplishing the third thing, continuation of the 
tax on hogs. Eventually, however, a formula that would do all three of 
these things was developed. 
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flexibility and stability of rates were incorporated 
into the Agricultural Adjustment Act, each within 
its limit. The flexibility was to serve the economic 
end of adjustment; the stability—vain endeavor— 
was to serve the legal end of security against an 
adverse Supreme Court decision. 

The general policy of the Agricultural Adjustment 
Administration was to maintain stable rates of proc- 
essing taxation.’® Several reasons account for this 
policy. Inasmuch as the contracts with the producers 
of each commodity offered a specified payment for a 
given reduction, and this obligation was in practice 
incurred with reference to the estimated revenue 
from a tax on the processing of the commodity, a 
change in the rate of the tax during the period of a 
program would disturb the financial basis on which 
it rested. Furthermore, it was recognized that fre- 
quent changes in rates would entail difficulties of 
administration and would inject an element of uncer- 
tainty into business calculations. 

Another, and a fundamental, difficulty was the 
problem of justifying a change in rates in compliance 
with the requirement that such change should be 
“necessary to effectuate the declared policy.” The 
declared policy was to raise farm prices of agricul- 
tural commodities to parity and to maintain them at 
that level. The rate of progress toward this goal 
was governed by the state of consumer demand, and 
in the original form of the Act--the relevant ver- 
sion for an examination of this problem—the goal 
itself was limited by the requirement that no larger 
proportion of the consumers’ dollar could be paid to 
the farmer than was paid during the base period. 
Once a program was initiated and producers had 
signed contracts to restrict their acreage or produc- 
tion, it became difficult to see how a change in the 
rate of tax could be necessary to make the declared 
policy effective. Such a change could have no effect 
on the reduction in supply, ‘consequently it could 
have no effect on the farm price which that reduc- 
tion would bring about. If the tax were shifted to 
the farmer, a reduction might, it is true, result in a 
higher farm price. A similar effect, however, would 
have followed from the levy of the tax at a lower 
rate in the first place. No new factor would be 
introduced by a later reduction as over against an 

earlier levy at a lower rate. If such a contingency 
could ever have arisen, the same might be said also 
of a reduction made to prevent the payment of a 
larger percentage of the consumers’ dollar to the 
farmer than was paid during the base period. A 
change in consumer demand could, however, indicate 
a reduction in order to preserve the market for the 
commodity. Furthermore, on the completion of a 
control program, if a different adjustment were in- 
dicated for the new program, a change in the rate 
of tax might be necessary to effectuate the declared 
policy. These circumstances in which a change in 
the rate of taxation was in order were, however, of 
an occasional and exceptional nature only. Conse- 


quently, changes made because of their appearance 
were infrequent. 


13 Some rates, particularly the tobacco rates, were changed. This state- 


ment refers to the general policy only. 
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The provisions in the amendments respecting ad- 
justment of the rate of taxation in relation to the 
parity price of the commodity resulted in changes 
in the rates of several tobacco taxes. It is, however, 
to be noted that even these provisions with their 
specific command to change the rate of the proc 
essing tax within the limit of the approach of the 
price of the commodity to parity did not require 
frequent changes. Indeed, they required at most an 
nual changes only. 


Provisions to Equalize Tax Effects 


N THE Agricultural Adjustment Act recognition 

was given to the desirability of maintaining the exist- 
ing economic status of the manufacture and sale of 
commodities subjected to processing taxation. A 
number of provisions were included in it for the 
express purpose of preserving this situation and 
thereby minimizing the disturbance entailed by the 
tax. 


Upon the imposition of a processing tax, a floor 
stock levy upon all wholesale and warehoused stocks 
of products made wholly or in chief value from the 
taxed commodity went into effect."* After the 
expiration of 30 days, this levy attached also to 
unsold portions of all retail stocks existing on the 
effective date of the tax. Provision was made for an 
adjustment in the levy or refund of this tax to corre 
spond to increases or decreases in the rate of the 
processing tax, and for a refund of the floor stock 
levy on wholesale and on certain retail stocks upon 
the termination of this tax. 


The purpose of these provisions was to equalize 
the competition between sellers of taxed products 
and sellers of untaxed products of the commodity in 
question.” No advantage was to attach to a stock- 
ing-up in advance of the levy of a processing tax or 
an increase inits rate. Equally no disadvantage was 
to be suffered by the holders of stocks when the 
rate of such a tax was reduced or the tax itself was 
terminated. For all price changes in the products 
of the taxed commodity that were caused by the tax 
were to be compensated for by corresponding levies 
or refunds. 


This equalization of advantage through the im- 
position and the refund of the floor stock tax would, 
however, be obtained only if the processing tax were 
shifted forward. For any advantage attaching to 
accumulation of stocks in advance of the levy of 
such a tax, or disadvantage following from the hold- 
ing of stocks on its termination could exist solely 
because the incidence of the tax had been shifted 
forward from the holder of stocks. If the incidence 
of the tax were on the holder of stocks, he would 
suffer loss by reason of the floor stock lev y. When 
the incidence of the tax was on the producer, no 
advantage attached, on the effective date of the tax, 
to the holding of stocks made from the taxed com- 





44 Sec. 16 provided for the imposition and the refund of floor stock 
taxes. This provision was terminated by the President with respect to 
peanuts under the authority of Section 13. Congress provided that it 
should not apply to the taxation of rice and rye. 


8 The floor stock levy or refund applied to products of the basic com- 
modity not to stocks of the commodity itself. The reason was that the 
tax was not levied on the commodity but on its processing. 
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modity, and a levy on these stocks was, in effect, a 
capital levy. For once the processing tax was im- 
posed, the equalization was made in the price of 
the commodity itself. Products made after the tax 
was effective cost no more than products made be- 
fore its imposition. It is also true that if a tax that 
was shifted backward were terminated, no disad- 
vantage could attach to holding stocks of the prod- 
ucts of the taxed commodity. The resulting rise in 
the price of the commodity would equalize the situa- 
tion of the holder of stocks with that of his competi- 
tor whose warehouses were empty. In such a 
situation, a floor stock refund would certainly be 


a “gift” from the government to the holders of stocks, 


irrespective of the intention with which it was made. 


The theory that the tax was shifted forward was 
also followed in the provisions for foreign trade in 
products of the taxed commodities. Exporters of 
products made wholly or partly from a taxed com- 
modity received a refund on proof that the tax on the 
processing of these products had been paid.’® Im- 
porters of such products were required to pay a 
compensating tax equivalent to the processing tax 
on the commodity from which these wares were 
made.'* These provisions were clearly needed if the 
tax were shifted forward, for in their absence 
American exporters would be placed at a disad- 
vantage in foreign trade, and importers would be 
given an advantage in the domestic market. If, 
however, the tax were shifted to the farmer the ex- 
port refund was not needed, for in that event the 
increase in the cost of the exported product deriving 
from the tax would be compensated for by a change 
in the farm price of the commodity, and the refund 
would operate as a bounty on exportation. Further- 
more, with the incidence of the tax on the farmer, 
importers were put at a disadvantage because of the 
obligation that they pay a compensating tax on the 
importation of all goods made from the taxed com- 
modity. The issue, therefor, whether equalization 
with respect to a processing tax ought to be made 
on products of the taxed commodity that are ex- 
ported or imported is one of the incidence of the tax. 


The Compensating Taxes 


NOTHER type of equalization provided for in 

the Agricultural Adjustment Act was that be- 
tween the taxed commodities and competing com- 
modities. If, as in the early form of the Act, 
processors of the taxed commodity, or, in the last, 
processors or producers found themselves at a dis- 
advantage in competition on account of excessive 
shifts in consumption from the taxed commodity to 
a competing commodity, a compensating tax could 
be levied on the competing commodity at the same 
rate of tax per equivalent unit.1* The purpose of 
this provision was to maintain both the number of 
uses and the volume of the taxed commodity going 
into these uses against increases in competition 
caused by the processing tax. The application of 
this provision was, however, necessarily limited, in 


16 Sec. 17 (a). 
7 Sec. 15 (e). 
1% Sec. 18 (d). 
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practice, to commodities on which the processing tax 
was shifted forward. Neither the processors nor the 
producers of a commodity on which the tax was 
shifted backward could be handicapped in competi- 
tion with other commodities on account of the pay- 
ment of a processing tax. Furthermore, this provision 
offered and could offer no protection against a de- 
cline in the consumption of a taxed commodity caused 
by an absolute increase in the price deriving from 
the tax. It protected only against increased competi- 
tion brought about by the tax. 


A decline in the consumption of a basic commodity 
caused by a processing tax might, however, be oc- 
casion for the suspension or refund of the tax on 
that part of the commodity going into that product.’® 
But this provision applied only to products of low 
value in relation to the quantity of the taxed com- 
modity used in their manufacture. As was true of 
the other provisions for the equalization or the 
compensation of disadvantages owing to the proc- 
essing tax, the use of this principle was based on 
the assumption that the incidence of the tax was 
shifted forward from the processor. For if the tax 
were shifted backward to the producer, the prices of 
the product to the consumer could not increase, and 
hence the consumption of the product could not de- 
cline because of the tax. 


The provisions for refund in the event of the un 
constitutionality of the processing taxes reflect a dis- 
criminating theory of incidence.”° In order to obtain 
the refund of any processing taxes paid, the taxpayer 
was required to prove to the satisfaction of the 
Commissioner of Internal Revenue that he had not 
shifted the burden of the tax either forward 
or backward. The refund of a floor tax levy, on the 
other hand, was made conditional on proof that the 
tax had been shifted forward. Thus, these provi- 
sions distinguish, and rightly, the economic situation 
of the processor from that of the holder of stocks. 


Although the broad purpose of the Agricultural 
Adjustment Act was the restoration and maintenance 
of parity prices to farmers, not all the consequences 
of such higher prices as might result from the proc- 
essing taxes were accepted. Thus, provision was 
made for the refund of a processing tax upon proof 
that the articles made from the taxed commodity 
were used for charitable purposes, yet clearly if the 
higher prices sought were attained, such prices would 
have to be paid for all uses of the commodity.” 
Moreover, in the meantime, if the incidence of the 
tax were on the producer, there could be no economic 
warrant for this refund. Commodities processed for 
use in the household of the grower were exempt from 
the tax, though clearly the goal of higher prices 
once attained would entail higher prices for the 
grower as well as for other persons.?? The proc- 
essing of taxed commodities into feed was also ex- 
empt from taxation. In part, this exemption was due 
to the competition of feeds not affected by proc- 
essing taxation. In part also, a-general desire to 
assist farmers may have accounted for this exemp- 

9 Sec. 15 (a). 

2 Sec. 21 i 1 and 2, 


21 Sec. 15 (c). 
2 Sec. 15 (b). 
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tion. Nevertheless, it represented a “softening” of 
the effects of the processing taxes, a relaxation that 
would not follow attainment of the goal of higher 
prices. 


Much the same may be said of the provisions in 
regard to existing contracts, postponement of tax 
payments, and the obtaining of loans from the Re- 
construction Finance Corporation. Unless the con- 
tract actually forbade the addition of the tax to the 
agreed price, it was to be added.” In the original 
Act, the Secretary of the Treasury was authorized 
to grant postponements of all taxes collected under 
it for a period not exceeding ninety days.%* By 
amendment, this period was extended to one hundred 
and eighty days. Furthermore, for the express pur- 
pose of avoiding any undue financial burden, it was 
provided that distributors or processors subjected 
to these taxes should be eligible for loans from the 
Reconstruction Finance Corporation.”® 


The Dual Administrative Setup 


HE Secretary of Agriculture was made the in- 

strument of the Agricultural Adjustment Act 
for determining all matters concerned with the levy 
of a processing or compensating tax. Thus, the com- 
modity upon which such a tax was levied, the rate 
imposed, the date on which the tax was to be effec- 
tive, and the factors used in converting products of 
the commodity into the commodity itself for taxa- 
tion purposes were all matters within his province. 
Decisions on them were embodied in regulations 
promulgated by him with the approval of the 
President.”® 


The actual collection of the processing tax was a 
function of the Bureau of Internal Revenue.?* This 
meant that the Bureau prescribed the rules, provided 
the forms for reporting, audited the returns, passed 
on requests for postponement of payment, collected 
the money, and performed all the functions incidental 
to these duties. 


This divided assignment of responsibility was in- 
tended, no doubt, to make use of both the experience 
and facilities of the Bureau of Internal Revenue in 
tax collection, and the economic information of the 
Department of Agriculture. Clearly the Bureau 
knows more than the Department about the collec- 
tion of taxes, for its experience in obtaining money 
from taxpayers is of many years standing. It is 
aware of the difficulty of separating money from 
men. It recognizes the thin excuse, sees the motive 
behind the plausible argument, and knows that each 
concession granted will be stretched by the taxpayer 
to the utmost. In short, it has an attitude of pro- 
fessional hardness born of long experience. It may 


23 Sec. 18 (a). 
4 Sec. 19 (b). 
%3 Sec. 19 (c). 
* Technically, the President had to approve the conversion factors 


only. Actually, he approved all the regulations. 
27 Sec. 19 (a) (b) (d). 
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make mistakes in fact but rarely does it make them 
in attitude. Caution and cynicism are its approaches. 
Illusion never brightens its view. The Department, 
on the other hand, though unfamiliar with the col- 
lection of taxes, possesses a greater store of knowl- 
edge than the Bureau respecting the economics of 
taxing agricultural commodities. For it has been 
engaged for years in collecting and analyzing data 
on the prices, the production, and the consumption 
of agricultural commodities. The question of what 
a given rate of tax will do to the price, the produc- 
tion, and the consumption of an agricultural com- 
modity is clearly more likely to be answered 
correctly by the Department. Under the arrange- 
ment of divided responsibility, therefore, each agency 
was enabled to make use of its special faculty for 
performance of the difficult task of collecting the 
large revenue required for agricultural adjustment 
as prescribed in the Agricultural Adjustment Act. 


This division of duties, so closely related in actual 
performance, raised, as would be expected, a problem 
of coordination. For the first two years the inter- 
locking of work between the Bureau and the Adjust- 
ment Administration was left largely to individuals 
seeking to establish an effective working relation- 
ship. The results of this laissez-faire policy were 
better than might have been expected, for owing 
largely to the efforts of the tax section of the legal 
division of the Adjustment Administration, a con- 
siderable degree of effectiveness in working together 
on matters of mutual interest was obtained. Yet 
never in that period was it certain that problems oi 
common concern would be examined together. 
Sometimes they were; again important decisions 
would be reached by one administration without con- 
sulting the other. Of significance also was the 
absence of any means of ready and continued com- 
munication whereby the attitude of one agency 
might be made familiar to the other in advance of 
issues awaiting decision. Finally, therefore, both 
the Agricultural Adjustment Administration and the 
Bureau of Internal Revenue appointed liaison officers 
for the transaction of communications between them. 
As it happened the first two officials appointed to 
serve this function were personal friends. Thus, 
the new system of communication got a good start. 
The tie between the administrations tightened at 
once. As each came to know the other’s point of 
view and to recognize the value of the other’s con- 
tribution, it grew closer. It could be said that the 


work of the two administrations was finally 
coordinated. 


Such was the revenue structure that yielded the 
means for the vast adjustment of agriculture under- 
taken by the Agricultural Adjustment Administra- 
tion. Most elaborate of all plans for financing farm 
relief out of fees or taxation, it was the one measure 
to win adoption. The others succumbed to pros- 
perity and conservatism; this one flourished under 


depression and the New Deal, yielding only to the 
Court of courts. 
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Other phases of its government 
also undergo remodeling 


By JAMES W. MARTIN* 


N THE summer of 1935 Kentucky was stirred by 
] a vigorous campaign against the hitherto domi- 

nant political regime and against certain exist- 
ing financial arrangements. The most objectionable 
elements in the financial set-up, according to the 
expressions by the opposition gubernatorial candi- 
date, were two. In the first place, Kentucky relied 
on the gross sales tax for an overwhelming portion 
of the state revenue; and the practice was condemned 
as unfair to the common man, especially the poor. 
In the second place, it was alleged, there had been 
a fake governmental reorganization which was essen- 
tially ripper legislation and which gave the governor 
inadequate control over the finances of the Common- 
wealth. The youthful would-be governor promised 
the people of Kentucky a reorganization “from top 
to bottom” which would result in economical man- 
agement of the affairs of the Commonwealth. 


Lieutenant-Governor A. B. Chandler, this young 
but seasoned campaigner, won the election to the 
governorship with the heaviest opposition vote in 
the history of the state by a majority of nearly a 
hundred thousand votes. He was inaugurated in the 
middle of December, and immediately began work 
on plans for carrying out his campaign pledges. 


The Kentucky Reorganization Commission 


NE OF the Governor’s early acts was to appoint 
( an unofficial Reorganization Commission. The 
chairman, the Honorable J. C. W. Beckham, had 
been for eight years governor of the Commonwealth 
during a period ending more than a quarter of a 
century ago. And he has continually been held in 
high esteem by the people of Kentucky. The secre- 
tary of the Commission, James Cammack, Jr., had 
previously served in a similar capacity to the Ken- 
tucky Educational Commission, which between 1932 
and 1934 successfully planned and secured the adop- 
tion of a modern school code. Other members of 
the Commission were similarly outstanding men, 
though some of them were relatively less known to 
the public. 
As soon as the Commission was appointed, it called 
to its assistance whatever technical counsel it could 





* Commissioner of Revenue of Kentucky, and Director (on Leave) 


of the Bureau of Business Research, University of Kentucky. 


State of Kentucky Reorganizes 


secure from the institutions of higher learning of 
the state and from the public service and began its 
work. Among its early achievements were bills pro- 
viding that the State should carry its own insurance, 
an old age pension bill, a modern registration bill, 
a revised highway program, and a number of other 
pieces of constructive legislation. These were en- 
acted into law by the regular session of the General 
Assembly. Meantime, the Commission worked vig- 
orously on a plan to reorganize the administrative 
structure of the state. 

While these events were transpiring, several things 
politically unorthodox were happening at the wish 
of the. Governor. (1) The Kentucky gross re- 
ceipts tax (general 3-per cent sales tax) was repealed 
effective January 15. (2) The number of state em- 
ployees was cut by thousands, and those that were 
left were put vigorously to work administering the 
law without fear or favor. (3) The Legislature 
scheduled to adjourn the regular session February 15, 
more than a month before it would normally have 
come to an end under the constitutional limitation. 
Many commentators have alleged that more con- 
structive legislation was passed in the short regular 
session than in any previous full-length session. 
(4) The 1936 General Assembly adjourned sine die 
according to schedule, leaving practically all bills 
passed in the hands of the Governor to sign or veto 
as he pleased. (5) The Governor disapproved only 
one bill passed and that a measure providing for 
achievement of the same purpose as a similar meas- 
ure which was approved. 


After a week’s recess the General Assembly was 
convened in extraordinary session to consider one 
subject only, the reorganization of the state govern- 
ment. In his address to the members of the Legis- 
lature, the Governor indicated that he wished the 
proposed bill to have careful study. He wanted it 
improved if possible; but he expressed hope that, in 
any event, the bill would not be mutilated and passed 
in a form which would fail to achieve its purposes. 
The Reorganization Commission worked closely with 
the General Assembly on the bill. A consultant and 
two members of the Commission appeared before 
each of the houses and discussed matters submitted 
in an effort to be sure that every member of each 
house should have all the information he desired 
respecting the purpose of all provisions. 

Altogether, there were nearly forty amendments to 
the bill before it was passed; but none of them made 
radical changes. Every amendment was written or 
reviewed by a representative of the Commission, and 
the measure finally emerged from the Legislature in 
a form very satisfactory to the Commission. The 
least desirable changes from the viewpoint of the 
philosophy of the measure were those involving, first, 
retention of the preexisting Department of Mines 
and Minerals with jurisdiction over industrial rela- 
tions in the mining industry, though there was also 
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a general Department of Industrial Relations, and, 
second, the retention of an independent state school 
for the deaf, at the same time that all other such 
institutions were integrated with some general ad- 
ministrative department. The latter amendment is 
all the more inconsistent and indefensible (still from 
the viewpoint of the reorganization act) because it 
has a board drawn two-thirds from the county in 
which situated and one-third from adjoining coun- 
ties, though the institution purports to be a state 
institution and is certainly supported by the taxpay- 
ers asa whole. However, these two amendments are 


small matters compared with the butchery of similar 
bills in the past. 


Content of Reorganization Act 


YHE REORGANIZATION bill as passed differs 
from other such bills proposed in Kentucky from 
time to time during the past fifteen years in that it 
consistently adheres to certain principles. In the 
first place, it was not ripper legislation. The offices 
under the Governor have been freely rearranged; but 
those supervised by elective officials have been left 
as nearly as possible untouched, though in a few 
cases there have been modifications as of the end 
of the present administration, that is, January, 1940. 
The solicitude for holding constitutional offices 
intact meant that, with unimportant exceptions, 
there was no administration opposition. Moreover, 
it convinced those concerned of the sincere purpose 
to effect a reorganization of the muddled arrange- 
ments under the supervision of the Governor. 


Again, the measure provided for systematic in- 
tegration of administrative functions not under con- 
stitutional officials so that like or similar functions 
would be performed in the same department. With 
two or three exceptions the several departments are 
closely knit. The Department of Business Regula- 
tion, however, was brought together in only a loose 
fashion because there were certain functions to be 
performed by this Department which were deemed 
to be of a character rendering it necessary to have 
direct responsibility to the Governor, rather than 
indirect gubernatorial control through a department 
head as in the case of other departments. Thus, the 
head of the division of insurance, for instance, is 
appointed by the Governor. 


In the process of integration, too, the act treats 
administrative functions as such in the sense that one 
person directly responsible is placed in charge of 
every job or class of jobs. Heretofore there have 
been numerous boards and commissions for the ad- 
ministration of certain functions not involving any 
substantial quasi-legislative or quasi-judicial work. 
This practice is virtually eliminated under the new 
measure, and nearly all departments and divisions are 
headed by individuals. In the case of agencies hav- 
ing certain quasi-judicial or quasi-legislative func- 
tions, either there are boards, as in the instance of 
the Workmen’s Compensation Board and the Public 
Service Commission, or advisory commissions, as in 
the case of the highway and welfare functions. 
There is a distinctive arrangement for tax adminis- 
tration which will be described below. 
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Finally, a preeminent place is given to the De- 
partment of Finance. Only the Illinois, Ohio, and a 
few other state plans approach the Kentucky scheme 
in the extent to which it assigns to the Department 
financial control over the work of the state adminis- 
tration. As will be developed, the Kentucky plan 
extends much further than the statutes of the other 
states in one or two directions. 


Work of the Department of Finance 


ROVISIONS of the reorganization act assign to 

the Department of Finance the responsibility for 
budgeting, and the legal authority for doing a good 
job is reasonably adequate. The law, much of which 
was adopted two years ago, looks on the budget as a 
continuing function, and sets up machinery for ad- 
ministration as well as for preparation and presen 
tation of estimates to the General Assembly. The 
reorganization act provides for certain details for- 
merly lacking, but the most important achievement 
is the conception of the budgeting as an adminis- 
trative rather than a judicial and legislative function. 
In the new law the budget officer is an individual— 
not, as before, a board. 

Perhaps the most important contribution to sound 
budgeting made by the new legislation is provision 
for adequate record-keeping facilities. There are now 
comprehensive provisions for accounting control 
from all viewpoints, and the installation of the con 
trol mechanisms contemplated by the bill will give 
the State a basis for making a real budget as well as 
for administration of other control mechanisms. 

It is appropriate to say that Public Administration 
Service has been retained by the State to install ade- 
quate records and develop the best possible budget- 
ing procedures. Indeed, the Service will assist 
officials in developing all phases of the work of the 
Department of Finance and a number of other serv- 
ices contemplated by the measure. Responsible off- 
cials believe that within the biennium there will be 
developed a modern financial control system hereto- 
fore rarely equaled in state practice. 

Another function over which the Department of 
Finance has effective control is that of administer- 
ing purchases and property. In general the Depart- 
ment will have direct administrative authority over 
properties utilized by more than one agency of the 
state and it will have complete authority over pur- 
chasing by all departments. It is contemplated that 
there will be centralized purchasing and printing 
control such as has existed heretofore only on paper. 
This, if effectively administered, can save a large 
amount of money for the Commonwealth. 

Also, the Department of Finance will be charged 
with the administration of personnel. In the past 
Kentucky has been dominated by the spoils tradi- 
tion, and possibly the most revolutionary provision 
of the reorganization bill is the attempt to set up 
standards of competence for employed personnel. 
Under the State Constitution permanence of tenure 
probably cannot be guaranteed to subordinate em- 
ployees. However, there is no reason why other 
phases of a modern personnel policy may not be 
established. In particular, the reorganization bill 
(Continued on page 317) 
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Oklahoma 
Old Age 


Pension 
Laws 


NENTIMENT for old age pensions is strong in 
= Oklahoma. Governor Marland advocated an 
old age pension when a candidate and in his mes- 
sage to the Legislature urged the passage of such a 
measure. The Democratic platform endorsed the old 
age pension. However, it is necessary to amend the 
state’s constitution before such a measure may be 
enacted. The Fifteenth Legislature which convened 
in January, 1935, proposed an old age pension 
amendment to be voted at a later date by the peo- 
ple. Because this measure failed to comply with the 
ederal Social Security Act so as to permit the State 
to participate in Federal funds a separate act was 
initiated by interested groups. Governor Marland 
called an election on September 24, 1935, when both 
proposals were submitted to the people. The initi- 
ated measure was overwhelmingly adopted. 

The proposal that was adopted did not wholly 
comply with the Federal Social Security Act, par- 
ticularly as to residence and as to age of the bene- 
ficiary. All the state welfare agencies were not 
consolidated under one body as intended by the Fed- 
eral Act. Another criticism of this act is, that too 
much legislation was written into the constitution 
through amendment. Although provision was made 
whereby the Legislature could amend the act, the 
provisions were too rigid for effective administration. 

Authority was granted the Legislature to levy 
necessary fees and taxes, “including graduated or 
other privilege taxes, graduated or other land taxes, 
eraduated or other income taxes, graduated or other 
inheritance taxes, and other taxes or fees which may 
be deemed necessary.” This law became effective 
November 1, 1935, and in order that revenue be 
obtainable immediately to pay the pensions a “gross 
income” tax was imposed. This tax was payable 
between the first and fifteenth of each month on the 
vross income received during the preceding month. 
The first taxes to be collected by the Oklahoma Tax 
Commission, charged with this duty, were due De- 
cember 1, 1935. 

The rate of tax on gross income, or gross receipts, 
varied from one-eighth of one per cent on the gross 
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receipts of manufacturers of feed and feed stuffs to 
2 per cent on the gross receipts of telephone, tele- 
graph and pipeline companies. Because of a special 
tax existing on the production of oil and gas the 
receipts of companies engaged in this business were 
exempted from this tax. State and national banks, 
labor, personal and professional services, agricul- 
tural and horticultural associations not operated for 
profit, charitable, fraternal, and civic associations, 
school book companies and the sale of fertilizer, 
seeds, boxes and crates used in preparing agricultural 
products for market were also exempted. 


As a condition precedent to engaging or continu- 
ing in business a license fee of one dollar was im- 
posed. The license was to be obtained from the 
Oklahoma Tax Commission and was renewable an- 
nually providing all the other requirements of the 
law were met. 


Act Invalidated by Supreme Court 


T WAS not long after the adoption of this pen- 

sion act in September before its opponents at- 
tacked it in the courts. In February the Oklahoma 
Supreme Court invalidated the act on the ground 
the election should not have been held until the 
Secretary of State had approved the petitions. Ap- 
proximately $15,000 had been paid to the Tax Com- 
mission in taxes and license fees under the law. It 
is now the task of the Commission to refund this 
money. 


Under the law which was nullified by the State 
Supreme Court a Commission for Old Age Pensions 
and Security consisting of three members was 
authorized. The Commissioner of Labor was desig- 
nated as an ex-officio member and chairman. The 
other two members were to be appointed by the 
Governor. This Commission, although appointed, 
never acted officially because of pending litigation 
affecting the bill. 




















































282 THE TAX MAGAZINE 


Substitute Measure Subject to Referendum 


NOON AFTER the Supreme Court handed down 
its opinion Governor Marland assigned to his 
legal and economic advisers the task of drawing up 
a new bill. He directed them to draw it in con- 
formity with the Federal Social Security Act in 
order that Federal funds would be available to match 
State funds and, also, to provide adequate revenue 
of unquestioned constitutionality so that there would 
be no further delay. This has now been accom- 
plished. It was necessary to submit a constitutional 
amendment, (State Question, No. 225—Initiative Pe- 
tition, No. 154) and an act vitalizing the amendment, 
(State Question, No. 226—Initiative Petition, 
No. 155) as two separate propositions, to be sub- 
mitted as companion measures. These measures are 
now known as the Oklahoma Social Security Acts. 
The petitions are now being circulated to obtain the 
necessary ninety-five thousand signatures so that 
the people may have the opportunity to vote on them 
at the first primary election, July 7, 1936. 


The first question is called the Social Security 
Amendment. It is an amendment to the constitu- 
tion “authorizing legislation providing for relief and 
care of needy aged persons and other needy persons 
who, on account of immature age, physical infirmity, 
disability, or other cause, are unable to provide for 
themselves; authorizing the levy of necessary taxes 
therefor; creating a department of public welfare to 
administer such relief and care; creating the Okla- 
homa Public Welfare Commission and a Director of 
Public Welfare; providing for the appointment and 
tenure of office of said officials; prescribing the 
powers and duties of such department and such 
officials and authorizing contemporaneous legisla- 
tion vitalizing this amendment.” This question 
would amend the constitution by adding to it a new 
article, Article XXV, containing five sections. 

There is little to add to the description of this 
measure other than given in the title except to state 
that a Department of Public Welfare is created 
charged with the duty of administering all the laws 
pursuant to the authority granted by this amend- 
ment and any other duties as may from time to time 
be prescribed by law. This proposed law would 
create a commission known as the Oklahoma Public 
Welfare Commission composed of nine members ap- 
pointed by the Governor and “selected on the basis 
of recognized interest in and knowledge of the prob- 
lems of public welfare.” Their terms of office shall 
be for nine years; their terms overlapping, one being 
appointed each year. It shall be the duty of this 
commission to appoint a director who shall not be 
a member and whose duty shall be to carry out the 
policies of the commission. Members of the com- 
mission will receive no salary but will be allowed 
traveling expenses when necessary. 


The second question, State Question, No. 226, is 
known as the Oklahoma Social Security Act. It 
prescribes the duties of the Commission and creates 
county assistance boards through which the Com- 
mission will work in each county. Rules of eligi- 
bility for those desiring assistance are prescribed. 





Not only persons sixty-five years of age and older 
desiring pensions are provided for but assistance is 
granted to the needy blind, crippled children and 
destitute children under sixteen years of age. The 
maximum amount provided for old-age pensions is 
thirty dollars a month, including Federal aid. The 
amount of assistance granted to crippled children is 
determined on the basis of need but shall not exceed 
twenty-five dollars a week; for dependent children 
eighteen dollars a month for the first child and 
twelve dollars a month for each additional child in 
the same home. No payments shall be made by the 
Commission unless there are funds in the State 
Treasury set aside in the “State Assistance Fund” 
for this purpose. 


Initial Appropriations for Social Benefits 


HE REVENUES to meet the expenditures pro- 

vided in this act are to be obtained by increasing 
the present Oklahoma Consumers’ Tax and Motor 
Vehicle Excise Tax from 1 per cent to 2 per cent and 
apportioning the additional 1 per cent to the State 
Assistance Fund. 

From moneys available in the State Assistance 
Fund (including contributions from the Federal 
Government) there is appropriated for the fiscal year 
ending June 30, 1937: 

(1) Eighty per cent thereof is hereby appropri- 
ated for the payment of assistance to needy aged 
persons qualifying for assistance under Subsec- 
tion (a) of Section 4 of this Act; 


(2) Three per cent thereof is hereby appropri- 
ated for the payment of assistance to needy blind 
persons qualifying for assistance under Subsec- 
tion (b) of Section 4 of this Act; 


(3) One-half of one per cent thereof is hereby 
appropriated for the payment of assistance to crip- 
pled children qualifying under Subsection (c) of Sec- 
tion 4 of this Act; 

(4) Eleven per cent thereof is hereby appropri- 
ated for the payment of assistance to dependent chil- 


dren qualifying for assistance under Subsection (d) 
of Section 4 of this Act; 


(5) One-half of one per cent thereof is hereby 
appropriated for the payment of salaries, aid and 
expenses necessary for the Child Welfare Division 
provided for in Section 16 of this Act; 


(6) Five per cent thereof is hereby appropriated 
for the payment of costs of administration of this 
Act, including salaries, wages and all other neces- 
sary administrative costs (but exclusive of surgical, 


medical, hospital and nursing expenses authorized by 
this Act). 


Since this Act amends the present sales tax laws 
by raising the rate from 1 to 2 per cent and since 
these laws expire June 30, 1937, if this measure passes 
it will be obligatory for the next Legislature to make 
provision for succeeding years. It is difficult to esti- 
mate the fiscal needs of the Social Security Acts. 
The bill provides temporary revenues, on the theory 
that by the end of the coming fiscal year sufficient 
data will have been accumulated upon which to base 
a more adequate tax program. 
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THE PROCESSING TAX AND THE 
SOCIAL SECURITY ACT 


Thomas Reed Powell, Langdell Professor of 
Law, Harvard Law School 


ec 5 Brooklyn Law Review, January, 1936, 
r p. 125-139 


What is to follow are the concluding 
pages of a lecture delivered at the Brook- 
.. lvn Law School on December 3, 1935, on 
d the somewhat broad theme of ‘ ‘Constitu- 

tional Law and Recent Legislation.” The 

result of the Hoosac Mills case shows that 

| was a poor prophet in saying that “my 

s hunch is very decidedly to the forecast 
d that in some fashion or other the process- 
ing tax in its substantive features will not 
meet with judicial condemnation.” It does 
not, however, of necessity show that my 
y analysis of the elements of the problem 
or of the psychological factors that would 
enter into the process of — is also 
eo annihilated by majority decree. I do not 
believe that the majority opinion when it 

is available will convince me that it was 

jthe Constitution rather than the majority 

- that rendered the decision. The question 

of folly may be left to others to fight over. 

The folly that I have in mind is the folly 

of judicial interposition in such a situation 
V without the clearest and most unmistakable 
| mandate from the Constitution. 


1 We come now to consider what Congress 
has attempted by invoking the national 


taxing power. Here at least we have a 
l little certainty, though we shall soon pass 
s to realms of doubt. The Child Labor Tax 


case and the Grain Futures Tax case have 
established that if Congress makes it in- 
, disputably clear that it desires to get no 
"4 revenue from a law that it calls a tax law, 
then that law will not be held by the Court 
to be a tax law. The tax provisions of 


> the Coal Conservation Act are 90% so 
: clearly regulatory and not fiscal that it is 
5 hard to see how any person of sense could 
have thought them a useful peg upon which 
; to hang an effort to deal with the coal 
; problem. The Act rebates 90% of a 15% 

tax on the value of coal mined to any coal 
, operator who will be a good boy and join 
the code congregation. Of course those 


Who pay the 15% tax in full cannot com- 
pete with those who get the big reduction. 


The coal tax is a penalty that can be sus- 


tained only on the assumption that the law 
as a whole or in some of 
is a valid exercise of the commerce power. 
















fends as badly as the Coal Act. 
poses on the cotton ginner a tax of 50% 
of a determined average value of cotton, 
but exempts from this prohibitive tax such 
ginning as is confined to cotton not exceed- 
ing an allotment made for the particular 
producer. 
imposes a tax of 334% on the first sale 
of tobacco, but growers co-operating to 
restrict production are given 
which will be accepted in payment of the 
tax. 
by these cotton and tobacco taxes is one 
utterly incapable of achievement by sep- 
arate action of the several states, which 
was not true of the aims of the child labor 
and grain futures taxes. 
difference might be enough to make a dif- 
ference if law were not law but merely a 








its applications 


The Bankhead Cotton Control Act of- 
It im- 


The Kerr Tobacco Control Act 


warrants 


Yet the end sought to be attained 


This substantial 


succession of independent arbitrations. 


Quite different in some essential respects 
is the problem raised by the processing 


taxes of the Agricultural Adjustment Act. 


The Government wants to get the fullest 
possible yield from the processing tax. It 
offers to taxpayers no alternative ways of 
doing business to avoid the tax. All con- 
stitutional criticism of any strength must 
be based upon objection to what is done 
with the money raised by the tax. The 
contention will be that the tax and the 
subsidy are interwoven strands in a scheme 
to coerce farmers to curb production and 
that the net result will be the same sort of 
supersession of state power that was at- 
tempted by the child labor tax. 


Various subsidiary objections will also 
be made. The spending will be criticised 
as not for a public purpose or not for the 
general welfare. Can the Court inquire 
whether the tax is for the promotion of 
welfare, or, if that is conceded, can it in- 
quire whether the welfare promoted is a 
general welfare? No Supreme Court deci- 
sion has [previously] so held. 


It would be a novelty in federal law to let 
the victim of the processing tax question 
the use of the proceeds. If the Court sets 


itself up as the arbiter of questions whether 
a federal expenditure is for welfare or for 
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merely tempted. 

















































the general welfare or for a national public 
purpose, it will reverse the development of 
a century and a half and will get itself into 
innumerable messy disputes. 
Court has thus far shown every disposition 
to keep out of such messy questions. 
hunch is very decidedly to the forecast that 
in some fashion or other the processing 
tax in its substantive features will not meet 
with judicial condemnation. 
a forecast may be urged the view that by 
such taxing and spending the 
may take over pretty much‘ everything 
from the states. 
be adduced for the weight attached by the 
Court to such an objection. 
concerned with is not taxing for regulation 
but spending for regulation. 
certainly are limits of a practical charac- 
ter that find no counterpart in taxing for 
regulation or in direct regulation by impos- 
ing codes. Spending for regulation promises 
better than spending for relief and the 
former may be in various situations an es- 
sential substitute for the latter. 


The Supreme 


My 


Against such 
Jnited States 
The Schechter case will 
What we are 


To this there 


If to pass to another point we may as- 


sume hypothetically that the processing tax 
by itself and the subsidy by itself would 


each be immune from constitutional ob- 


jection, we come to the inquiry whether 


in union there is weakness. The farmer 
isn’t coerced to raise less wheat. He is 
From the standpoint of 
the victims and the beneficiaries, the tax 
exemption for adult labor or code opera- 
tion and the subsidy for crop restriction 
are so different as to approach being com- 
plete opposites. The payer of the process- 
ing tax who asks pity for the suppressed 
producer is all too clearly living up to the 
maxim that charity should begin at home. 


So we may put the farmer out of the 
picture and turn to the pathetic plight of 
the superseded states. No longer may the 
states control agriculture when farmers are 
bribed to refrain from it. Such is the plea 
of the processor. The Agricultural Adjust- 
ment Act imposes no legislative policy that 
supersedes any state. legislative policy 
either declared or to be inferred from 
silence. Congress has given a bounty for 
raising sugar. A bounty for not raising 
wheat supersedes the states no more and 
no less than a bounty for raising sugar. 
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There remains the issue that analyis can- 
not destroy. Are there constitutional re- 
strictions on national bounty-giving that a 
taxpayer may object to as a means of 
resisting a tax that will in a practical sense 
furnish all or a considerable part of the 
funds that enable the bounty to be paid? 
All that a lawyer can say is that thus far 
there are no Supreme Court decisions that 
establish or hint at any such restriction on 
the national spending power and none that 
establish or hint that a man subject other- 
wise to a federal excise tax can question 
the tax because of the certain or possible 
use to which the proceeds will be put. 


We turn now to the problem of the 
Social Security Act as an exercise of the 
national taxing power. To an extent the Se- 
curity Act raises money by pay-roll taxes 
and spends it for pensions. In so far as 
these features are separable from the rest 
of the scheme, they raise no problems not 
raised by the processing tax and the subsidy 
for crop reduction. When, however, we 
turn to the unemployment compensation 
aspect of the Social Security Act, we find 
a different situation, different from the 
child labor situation and different from the 
railroad pension situation. To this inter 
mediate situation, we now turn. 


The Social Security Act imposes on em- 
ployers a pay-roll tax, and then permits a 
credit against the tax of all payments made 
to a state unemployment compensation 
fund, not to exceed 90% of the federal tax. 
This device is borrowed from the provision 
in the federal estate tax which allows a 
certain credit on account of the payment 
of state inheritance taxes. One idea, and 
very likely the main idea, behind the allow- 
ance of the credit on the federal estate 
tax was that the superimposition of federal 
taxes on state taxes is tough on estates 
and should be somewhat minimized. 


Now for the comparison between this 
and the credit against the federal pay-roll 
tax of sums paid to state compensation funds. 
The comparison will be simpler if we start 
with the false assumption that the states 
at the time of the enactment of the Social 
Security Act had gone in for unemploy- 
ment compensation as widely as they had 
gone in for inheritance taxation at the 
time of the first allowance of the credit 
on the federal estate tax. Then we see 
that the credit in the Security Act is to 
save employers from paying a federal tax 
for a federal purpose when they have 
already paid a state tax for a state purpose 
and have thereby pro tanto relieved the fed- 
eral government from the necessity of fed- 
eral expenditure for a federal purpose. The 
United States gives the credit not merely 
out of fairness to the taxpayer but also 
because the taxpayer has relieved it of the 
need for the money. Thus there are two 
good reasons for the credit of the Security 
Act where there is only one for the credit 
of the Estate Tax Act. If general relief 
is a legitimate purpose of national expendi- 


ture, why not special relief of old age and | 


of unemployment prepared for in advance? 
“If you like the result,” there’s the rub. 


But if one does not, there are technical 


canons for condemning the Security Act ¢ | 


foto. The simplest is to say that com- 
pulsory old age pensions and unemploy- 
ment compensation deny due process of 
law. They do or they don’t, depending 
upon how judges feel about them. 
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In fact, when the Social Security Act 
was passed, state plans for unemployment 
compensation were in their infancy. States 
differed in their nascent programs or tenta- 
tive proposals. Nevertheless some advo- 
cated a straight federal plan which would 
entirely supersede state action and state 
administration. The rejection of this for 
the adoption of what is called the federal 
state plan was due to a regard for the 
states rather than to an instinct for domi- 
nance over them. The complaint that a 
state without a compensation tax is coerced 
by practicalities to impose one is to a great 
extent true. Florida complained that she 
was coerced to impose an inheritance tax, 
but she received no comfort from the 
Supreme Court. Yet there is a fairly big 
difference in degree between a practical 
inducement to adopt an inheritance tax and 
a practical inducement to adopt an intricate 
and far-reaching compensation plan. It is 
not a constitutional difference until made 
such by the Supreme Court. 


A friend who has read my manuscript 
thinks that I have repeated too often the 
view that in this or that the Supreme Court 
can do as it pleases. My friend thinks that 
I ought to lay more stress on my aware- 
ness that toa large extent law really is law 


j}and not a succession of independent arbi- 


trations. This, I hereby do. I warn you 
also that my statements as to freedom of 
judicial choice are meant to be confined to 
the particular issues to which I have ap- 
plied them. As I hear men debate among 
themselves, I observe how often the con- 
clusion leads to the argument quite as 
much as the argument leads to the con- 
clusion. I am aware that in my foregoing 





analysis, if analysis it may be called, I 
have leaned toward a presentation that will 
make it easier rather than harder to sustain 
much of our recent Congressional legisla- 
tion. I should warn you of this bias of 
mine, if warning were necessary. Of course 
judges sustain a great deal of legislation 
that they would not vote for and that they 
do not believe to be wise. Yet in cases 
not controlled by precedents or by tech- 
nicalities, judges must inevitably be greatly 
influenced by what they believe to be wise. 


TAXABILITY OF GROSS INCOME 
UNDER THE SIXTEENTH 
AMENDMENT 


36 Columbia Law Review, February, 1936, 
p. 274-283 


The increased national expenditure and 
rising national debt, necessitating addi- 
tional revenues, have made not improbable 
an attempt to limit deductions from gross 
income as a means of broadening the tax- 
able base. Growing recognition of these 
possibilities is manifested by the suggestion 
in the subcommittee report on the Revenue 
Act of 1934 to disallow 25 per cent of the 
sustained depreciation for the years 1934, 
1935, and 1936, a suggestion deleted only 
upon the Treasury’s promise to tighten up. 
Further evidence was the enactment in that 
Act of provisions increasing the limitations 
on deductions for loss suffered upon the 
sale of capital assets. With doubts cast 
on the constitutionality of these tendencies, 
the problem of whether “incomes” in the 
Sixteenth Amendment embodies a gross or 
net income concept takes on immediate 
| significance. 














Uncertainty as to the meaning of incon, 
raises the problem. Neither the (Cop. 
gressional debate on the Resolution no, 
the debate on the provisions of the firy 
Act passed under the new Amendmen 
offer any aid in determining the meaning 
of income. The definition of income jy 
Eisner v. Macomber, (252 U. S. 189), as “the 
gain derived from capital, from labor, o; 
from both combined, provided it be under. 
stood to include profit gained through 4 
sale, or conversion of capital assets” ha; 
been extensively relied on in other cases 
The emphasis upon “gain” has led to the 
conclusion that a net income concept is 
implied. Accordingly, under both the pre. 
Amendment Corporation Excise Act oj 
1909 and the post-Amendment tax acts, 
“income” was held to exist, for purposes 
of taxation, in a case of sale of personal 
property or capital assets, only when the 
sale price exceeded the cost. The defini- 
tion formulated under the Act, requiring 
the deduction of the cost of capital assets, 
proceeds on the assumption that such 
assets must be preserved or restored before 
any income can be said to exist. But the 
preservation of capital assets would ob- 
viously require, also, that deductions fo: 
depreciation and depletion be permitted 
Depreciation, however, seems to have been 
indiscriminately merged in the rule that the 
allowance of deductions is entirely within 
Congressional discretion. To the exten 
that other persons’ losses, or charitable 
contributions and wagering losses, although 
they detract from the taxed party’s eco- 
nomic intake, are not necessary costs of 
the acquisition of his income, their de- 
duction offers no constitutional problem 
with relation to the definition of “incomes’ 
in the Sixteenth Amendment. The de. 
nial, however, of the other deductions is 
obviously inconsistent with that construc- 
tion of the Amendment which would re 
strict it to “net” income. The cases which 
insist on restricting income taxation to the 
excess of proceeds over the cost of the 
capital assets are based upon a distinction 
among deductions between those which 
represent a return of capital and _ those 
which do not. Consistency would then re- 
quire that the Supreme Court reverse itseli 
to the extent of declaring such deductions 
as depletion, depreciation and obsolescence 
matters of constitutional right. 


The discussion may be in large measure 
academic in respect to corporation income 
The constitutionality of the Corporation 
Excise Tax of 1909 was sustained on the 
theory that the tax was not an income 
tax, but rather an excise tax on the privilege 
of doing business as a corporation, the 
amount to be measured by the corpora 
tion’s income. In these situations it be- 
comes immaterial whether the Sixteenth 
Amendment is applicable, since excise taxes 
are constitutionally subject only to a re 
quirement of uniformity, and not to the 
requirement of apportionment imposed ot 
direct taxes. 


Where the Sixteenth Amendment i 
necessary to effective income taxation the 
problem remains significant, but the cases 
have recognized no constitutional necessity 
for any deduction, with the possible excep 
tion of those necessary for the restoration 
of capital assets. Although not all cost 
factors can practically be deducted, it ma) 
be essential that some such deductions be 
permitted, lest industry be subjected to 
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) the unhealthy burden of a tax proportioned 


not according to ability to pay as reflected 


‘in profits, but according to total volume 


of business. Such considerations, however, 
would seem to present problems of policy 
for the legislature, subject to judicial re- 
view in terms of due process and not in 
terms of abstract definition of “income.” 


CASE COMMENTS 


Excise Tax upon Liquor—After repeal 
of the 18th Amendment, D, a retail beer 
dealer in Alabama, a dry state, paid a $25 
federal tax, but was convicted for failure 
to pay “a special excise tax” of $1,000 
imposed by Congress upon wholesale and 
retail liquor and beer dealers in dry states 
only. Upon certiorari, held (Cardozo, Stone 
and Brandeis, JJ., dissenting), that the stat- 
ute was unconstitutional, upon the ground 
that it was not a tax, but a penal measure 
intended to suppress intrastate liquor traf- 
fic, power to regulate which was taken from 
Congress by the 2ist Amendment. United 
States v. Constantine, 56 Sup. Ct. 223 (1935). 





STATE TAX DECISIONS 


p. 650; approved in U. Pa. L. Rev., March, 
1936, p. 663; discussed in Minn. L. Rev., 
April, 1936, p. 547. 


Income Tax—In the year 1928 a corpora- 
tion paid premiums on policies insuring the 
life of the petitioner, president and a di- 
rector of the company, who together with 
his family owned more than half of its 
outstanding shares. The Commissioner of 
Internal Revenue included the amount of 
these premiums in the gross income of the 
— for that year. In the proceeding 

efore the Board of Tax Appeals for a 
redetermination of the resulting deficiency 
in the petitioner’s income tax, the Com- 
missioner conceded that premiums on 
policies applied for by the company, and 
under which it was the beneficiary, were 
not taxable to the petitioner. The Board 
sustained the Commissioner as to premiums 
on policies applied for by the petitioner, 
under which his wife and children were 
beneficiaries, designated by him. The 
premiums on policies applied for by the 
corporation, the proceeds of which were 
originally payable to it as beneficiary, but 
which in the taxable year were made pay- 
able to petitioner’s wife and children, with 
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were held improperly included in the peti- 
tioner’s income, since he had no power or 
control over the designation of the bene- 
ficiary. There were five dissents on this 
latter point. Paul J. Bonwit v. Commissioner 
of Internal Revenue, 33 B. T. A——November 
19, 1935, 353 C. C. H. 77345. Discussed 
in Ill. L. Rev., Feb., 1936, p. 803. 

Shortly before the entering of a decrec 
of absolute divorce in favor of his wife, a 
husband agreed to transfer securities in 
trust for the wife’s benefit in lieu of ali- 
mony and all other claims. The divorce 
decree incorporated the trust agreement. 
On certiorari to the Circuit Court of Ap- 
peals for the Eighth Circuit, which had 
sustained a tax against the settlor on the 
income of the trust estate on the ground 
that it discharged a legal obligation, the 
Supreme Court of the United States af- 
firmed the judgment. After disposing of 
the argument that the trust was entirely 
voluntary since created prior to the divorce, 
Chief Justice Hughes interpreted the pro- 
visions of the Revenue Act to allow the 
tax. Petitioner’s contention that the bene- 
ficiary was the taxable person was denied 
on the basis of Gould v. Gould, Douglas v. 
Willeuts, (U. S. 1935) 56 S. Ct. 59. Dis- 

























Criticized 


in Harv. 


Corporation Net Income Tax Levied by 
State of Washington Held Invalid 


HE four per cent tax on the net income of cor- 

porations levied by-the State of Washington 
under Title 17, Chapter 180, Laws of 1935, was held 
invalid by the Supreme Court of Washington in the 
case of Petroleum Navigation Co. v. Henneford et al., 
decided March 27, 1936. 

Although ostensibly a franchise tax, the Court de- 
cided that it is a property tax, subject to the uni- 
formity clause of the fourteenth amendment of the 
state Constitution, under which it has previously 
been held that a corporation may not be subjected 
to a tax not imposed upon the property of copartners 
and individuals. Prior decisions in Aberdeen Savings 
‘> Loan Ass’n v. Chase, 157 Wash. 351, 289 Pac. 536, 
290 Pac. 697; Burr, Conrad & Broom v. Chase, 157 
Wash.: 393, 289 Pac. 551; Culliton v. Chase, 174 Wash. 
363, 25 P. (2nd) 81; Jensen v. Henneford, 85 Wash. 
Dec. 182, 53 P. (2nd) 607, were followed. 


State Tax on Radio Station 
Receipts Outlawed 


N INTERESTING and important decision was 
rendered by the United States Supreme Court 
on March 30, in the case of Fisher’s Blend Station, Inc. 
v. Tax Commission et al., in holding that radio broad- 
casting has characteristics which bring it within the 
purpose and protection, and subject to the control of, 
the commerce clause of the Federal Constitution, 
and, consequently, the tax on gross receipts from 
radio broadcasting by stations within the state of 
Washington, levied under Section 2 of Chapter 191 
of the Washington Laws of 1933, is invalid. 
This decision reversed that of the Supreme Court, 
of the state of Washington. The latter court, though 


L. Rev., Feb., 1936,! no right reserved to change the beneficiary, 


cussed in Mich. L. Rev., Jan., 1936, p. 443. 


recognizing that state taxation of gross income de- 
rived from interstate commerce is forbidden by the 
commerce clause of the Federal Constitution, upheld 
the tax on the ground that the business from which 
the appellant receives its income is not interstate 
commerce. The appellant’s business, in that it con- 
sists of furnishing, within the state, facilities of its 
stations to customers who use them for broadcasting 
their programs, is deemed by the Washington Su- 
preme Court, to be analogous to that of providing 
a bridge for the use of others in crossing state lines, 
which is not commerce. 

The United States Supreme Court, however, views 
the transmission of radio programs from Washing- 
ton to persons in other states as being in all essen- 
tials not different from procedure employed in 
sending telegraph or telephone messages across state 
lines, which is interstate commerce. Western Union 
Telegraph Co. v. Speight, 254 U. S. 17; New Jersey 
Bell Tel. Co. v. State Board of Taxes, 280 U. S. 338; 
Cooney v. Mountain States Tel. & Tel. Co. v. Wash- 
ington, decided March 2, 1936. ‘Whether,” the opin- 
ion says, “the transmission is effected by the aid of 
wires, or through a less well understood medium 
‘the ether,’ is immaterial, in the light of those prac- 
tical considerations which have dictated the conclu- 
sion that the transmission of information interstate 
is a form of ‘intercourse,’ which is commerce. See 
Gibbons v. Ogden, 9 Wheat. 1, 189.” 

The Supreme Court declined to consider until such 
a case is presented whether like considerations would 
require a holding that the exposure of a sign board 
in one state to the view of dwellers in another is 
also interstate commerce. 

Whether the state could levy a tax measured by 
the appellant’s generation of electro-magnetic waves 
or other intrastate activity, the United States Su- 
preme Court did not consider it necessary to decide. 
“Tt is enough,” the opinion says, “that the present 
tax is not such a tax, but is levied on gross receipts 
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from appellant’s entire operations which include in- 
terstate commerce.” 

“As it does not appear that any of the taxed in- 
come is allocable to intrastate commerce, the tax as 
a whole must fail,” the Court concludes. 


Chain Stores in Mississippi 
Subject to New Tax 


CHAIN STORE tax with graduated annual 

license fees ranging from $2 to $300 per store 
went into effect in the state of Mississippi on March 
26, 1936, the date of enactment of the Chain Store 
Tax Act. 

Dealers in petroleum products are excluded from 
taxation under the Act by definition of the term 
“store,” which Section 2 of the new law says “shall 
not be construed to mean or include any place of 
business at which the principal business conducted 
is that of selling, storing, or distributing gas or other 
petroleum products.” A further exemption is given 
in the case of utilities which maintain stores or 
showrooms for the disposal of gas and electric ap- 
pliances and equipment. 

Following is the schedule of annual license fees 
under the Act: 


(a) Upon two or more stores, $3 for each store. 


(b) Upon three stores and not in excess of nine, $10 
for each store. 


(c) Upon ten stores and not in excess of fourteen, 
$20 for each store. 

(d) Upon fifteen stores and not in excess of nineteen, 
$30 for each store. 

(e) Upon twenty stores and not in excess of twenty- 
five, $75 for each store. 

(f) Upon twenty-six stores and not in excess of thirty, 
$125 for each store. 

(g) Upon thirty-one and not in excess of forty, $200 
for each store. 


(h) Upon each store in excess of forty, $300 for each 
store. 





Significant Decisions of the 
Board of Tax Appeals 


Condemnation Awards: Basis for Gain.—In the con- 
demnation for public use of a portion of each of two 
a lots owned by it, the petitioner was awarded 
(final payment being received in 1929) a sum for the land 
taken, together with improvements thereon, and severance 
damages to the remaining portion of the lots. Special 
assessments were levied against the portions of the lots 
not taken and other lots of the petitioner in the assessment 
district, which were paid by offsets against the awards. 
The gain realized by the petitioner in the transaction is 
the difference between the awards made for the land and 
improvements and the cost basis of such property.—The 
Christian Ganahl Company v. Commissioner, Dec. 9260 
[CCH]; Docket No. 66488. 

Matthews, Leech and Arnold dissent, without written 
opinion. 

Corporate Income: Cash Received in Reorganization 
and Distributed to Stockholders.—A corporation exchanged 
its assets in a statutory reorganization for shares of the 
transferee corporation and money, and immediately dis- 
tributed all the money pursuant to a resolution which pro- 
vided that the shareholders should assume the corporate 
debts. The shareholders discharged the corporate debts. 
The Board held that the money thus received must be 
regarded as entirely distributed to shareholders and no 
part thereof may be regarded as recognizable gain of the 


corporation.—Minnesota Tea Company v. Commissioner, Dec. 
9265 [CCH], Docket No. 54227. 
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This decision was rendered pursuant to mandate after 
reversal of the Board’s previous decision by the Circuit 
Court of Appeals, 76 Fed. (2d) 797 and 76 Fed. (2d) 806, 
and by the Supreme Court’s affirmance of the Circuit Court 
in 56 Sup. Ct. 269. 

Arundell dissents, with opinion to the effect that there 
was not a distribution within the meaning of the statute 
where the money was paid over to the stockholders to 
use in paying the corporation’s debts; that the corporation 
merely used the stockholders as a conduit for the payment 
of its debts; and that the gain realized should be taxable 
to it. Black, McMahon, Turner, Mellott, and Arnold agree 
with this dissent. 


Depreciation.— Depreciation deductions in 1929-1931 were 
not allowable to vendor of real property as to which he 
had a 99-year lease renewable forever with an exclusive 
option to repurchase. The petitioner once owned a build- 
ing and the land upon which it was situated. It paid 
$1,525,000 for the property. It sold the property and re- 
ceived $930,000 in cash and a valuable lease on the property 
for 99 years renewable forever with an exclusive option 
to repurchase. The purchaser declared a trust of the prop- 
erty for the holders of 1,000 shares of equitable ownership 
in the fee. The so-called “land trust certificates” were 
sold to the public. After the sale of the property, the 
petitioner had no right to deductions for depreciation on 
the building.—City National Bank Building Company v. Com- 
missioner, Dec. 9257 [CCH]; Docket Nos. 75104, 76141. 

Black, dissenting: “I do not think that the facts in the 
instant case are sufficiently different to justify a distinction 
in this case from what we held in F. and R. Lazarus & Co.., 
32 B. T. A. 633, now on appeal to the Sixth Circuit, and 
in a memorandum opinion in H. F. Neighbors Realty Co., 
affirmed by the Court of Appeals for the Sixth Circuit, 
decided Jan. 14, 1936. 

“T think that the Court in the Neighbors case rightly 
held that the Supreme Court’s decision in Senior v. Braden, 
295 U. S. 422, does not control the decision of the question 
which we have here to decide. As to the effect of the 
Supreme Court’s decision in Senior v. Braden, the Court 
said in part: 

“We see nothing in the Senior v. Braden holding incon- 
sistent with the existence of a relationship of borrower 
and lender between the taxpayer and the certificate holders 
or their trustee, or that compels a holding that the tax- 
payer’s financing plan resulted in a sale rather than a loan, 
even when applying the doctrine there announced in the 
full import claimed for it by the Commissioner to the 
estate held by the trustee or the certificate holders in the 
present case. 

“*A collateral issue is involved with respect to deprecia- 
tion taken by the taxpayer upon the buildings located upon 
the leased property, on the theory that the taxpayer still 
had the beneficial interest in the property, and on the 
theory that the investment in the buildings was of its 
capital as owner. The Board allowed the depreciation. 
We think it was right, and that the case of Weiss v. Wiener, 
279 U. S. 333, does not here apply. See also Cogar v. Com- 
missioner of Internal Revenue, 44 Fed. (2d) 564 (C. C. A. 6). 

“*The decision of the Board of Tax Appeals is affirmed.’ 

“Of course it seems clear that petitioner would not be 
entitled to a deduction for both amortization of its so-called 
leasehold and a deduction for depreciation. If petitioner 
is entitled to a deduction for depreciation, and I think it is, 
then its so-called leasehold should simply be regarded as 
a part of its plan for securing the certificate owners in the 
loans which were made to petitioner and petitioner should 
not be allowed any deduction for exhaustion of leasehold. 

“A deduction for depreciation would take care of its 
return of capital invested in wasting assets. Therefore 
IT think an opinion in this proceeding should hold that 
petitioner is entitled to the deduction for deprciation which 
it claims and should be disallowed the deduction for amor- 
tization of leasehold which it claimed on its income tax 
return sand which deduction was allowed by the Commis- 
sioner.” 


Arundell, McMahon, and Leech agree with this dissent. 
Distribution in Liquidation Under Section 115 (c), Rev- 


enue Act of 1928.—A disposition of all the assets of the 
corporate petitioner to the individual petitioner, owner of 


(Continued on page 316) 
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ALABAMA 
First Special Session 


The special session of the Alabama Leg- 
islature which convened on February 11, 
1936, was adjourned on April 17. Only a 
few of the many tax bills introduced were 
enacted. 


Air Conditioning Plants—H. B. No. 
319 amends Schedule 6, Sec. 348. of the 
Revenue Act of 1935 relating to. air con- 
ditioning plants. 

Alcoholic Beverages.—S. B. No. 161 pro- 
vides for and regulates the~- possession, 
manufacture and sale of vinous and malt 
liquors. 

Amusement Tax.—H. B. No. 246 regu- 
lates the operation of any public or pri- 
vate amusement place in all counties of not 
less than 110,000 nor more than 200,000 
population. 

Battery Shops.—H. B. No. 354 amends: 
License Schedule 20 of the 1935 Revenue 
Act relating to the licensing of battery 
shops. 

Beauty Parlors.—H. B. No. 264 amends 
the law relating to beauty parlors. 

Constitutional Amendment.—H. B. No. 
372 proposes an amendment to Sec. 212, 
Art. XI of, the Constitution relating to the 
power to levy taxes. 

H. B. No. 397 proposes an amendment 
to the Constitution relative to the ad 
valorem assessment on real estate. 


Contractors.—S. B. No. 137 relates to the 
taxation of contractors. Passed Senate 
March 31, 1936. 


Cosmetology.—_*% H. B. No. 173 amends 
the law regulating the occupation and prac- 
es of cosmetology. Approved March 31, 

36. 

Cotton.—H. B. No. 380 further regulates 
and promotes the cotton industry of Ala- 
bama, and provides for a licensed cotton 
grader. 

Cotton Dealers.—H. B. No. 324 amends 
Schedule 43, Sec. 348 of the Revenue Act 
of 1935 relating to cotton: dealers. 

Electrical Equipment—H. B. No. 322 
amends Schedule 56, Sec. 348 of the Rev- 
enue Act of 1935 relating to dealers in elec- 
trical equipment. 

Finance Companies.—S. B. No. 115 fixes 
the license fees of companies discounting 





NDER the above heading, report will 

be made of the introduction of and 
action taken on state tax legislation of 
importance to business interests. This 
section will be confined to pending bills 
in state legislatures, and the final report 
will be that of enactment, designated by a 
bold-faced star [%]. This feature is made 
possible through the facilities of the 
Commerce Clearing House Legislative 
Reporting Department, which furnishes a 
twenty-four hour reporting service on all 
subjects for all states. Copies of the text 
of any bill reported may be obtained for a 
service charge of one dollar per bill. 





or buying conditional sales contracts, etc. 
Passed Senate March 17, 1936. 


Firearms.—H. B. No. 250 regulates the 
sale, transfer and possession of certain 
types of firearms. 


Itinerant Vendors—*H. B. No. 18 
amends Schedule 104, Sec. 348 of the Rev- 
enue Act of 1935 relating to itinerant 
vendors. Approved March 24, 1936. 

Laundries.—H. B. No. 335 amends Sched- 
ule 79, Sec. 348 of the Revenue Act of 1935 
relating to the taxation of laundries. 

Lumber Dealers.—S. B. No. 88 relates 
to the taxation of lumber dealers. Passed 
Senate March 13, 1936. 


Motor Carriers.—H. B. No. 199 amends 
Sec. 2 of the Motor Carriers Act relating 
to contract and common carriers. Passed 
House March 17, 1936. 


Motor Vehicle Salesmen.—H. B. No. 281 
amends Schedule 12, Sec. 348 of the Rev- 
enue Act of 1935 relating to licenses for 
motor vehicle salesmen. 


Motor Vehicles.—S. B. No. 153 relates 
to the fees on motor vehicles. Passed 
Senate March 31, 1936. 

%*H. B. No. 178 amends Schedule 158 of 
the Revenue Act of 1935 relative to vehicle 
license tags. Approved April 7, 1936. 

H. B. No. 359 amends Schedule 158.12, 
Sec. 348.of-the Revenue Act of 1935, re- 
lating to motor vehicles. 


Municipal Taxes.—S. B. No. 86 amends 
Secs. 2124, 2125, Alabama Code, 1923, rel- 
ative to the levy and assessment of mu- 
nicipal taxes. 
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Outdoor Advertising.—H. B. No. 305 re- 


lates to the taxation of outdoor adver- 
tising. 


Peddlers.—H. B. Nos. 278, 279 relate to 


the licensing of peddlers and transient 
vendors, 


Plumbing.—H. B. No. 150 regulates the 


business and trade of plumbing in all coun- 
ties of this state having a population of 
45,000 and not more than 55,000. 


Property Taxes.—S. B. No. 117 provides 
for a more economical and convenient 


system of assessing and collecting taxes 
on real estate in all counties of fifty-five 
thousand or more population. 
ate March 18, 1936. 


Passed Sen- 


*H. B. No. 20 amends Sec. 31 of the 


1935 General Revenue Act of 1935 by re- 
quiring that homesteads must be separately 
listed and valued. Approved March 12, 1936. 


H. B. No. 195 provides for assessment, 


collection and sale of property for ad 
valorem taxes on real estate. 


Property Taxes—Exemptions.—H. B. 
No. 348 amends Sec. 4 of the Revenue Act 
of 1935 relating to property tax exemp- 
tions. 

H. B. No. 396 provides for the exemption 
from taxation of property of educational 
institutions. 


Slot Machines.—H. B. No. 282 regulates 
and licenses certain types of slot machines. 

Street Fairs—H. B. No. 403 amends 
Schedule 133 of the 1935 Revenue Act re- 
lating to taxation of street fairs. 


Tax Commissioner.—S. B. No. 71 creates 
the office of State Tax Commissioner. 


Tobacco Dealers.—H. B. No. 320 amends 
Schedule 32, Sec. 348 of the Revenue Act 
relating to retail tobacco dealers. 


Transient WVendors—H. B. No. 165 
amends Schedule 146 of Sec. 348 of the 
Revenue Act relating to transient vendors. 


Used Motor Vehicles.—H. B. Nos. 266, 
277 regulate the business of selling used 
motor vehicles. 


COLORADO 


Second Special Session 


The Second Special Session convened 
March 23, 1936, for the purpose of enacting 
social security legislation, was limited in 
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its scope to the enactment of laws allo- 
cating funds collected from the Retail 
Sales Tax and Alcoholic Beverage Tax 
Laws and to the imposing of a Use Tax to 
supplement the Retail Sales Tax. The ses- 
sion adjourned April 1, 1936. Below is a 
summary of the only measure enacted. 


Use Tax.—xH. B. No. 13 imposes a tax 
of 2% of the purchase price of all tangible 
personal property for the storage, use or 
consumption thereof. Personal property 
upon which a sales tax has been paid or 
upon which one would not be due is ex- 
Approved April 6, 1936. 


and indigent persons may be appropriated 
and expended without being included in 
the annual appropriation ordinance. Ap- 
proved March 6, 1936; effective July 1, 1936. 

*S. B. No. 7 amends and reenacts sec- 
tion 25 of the county law relative to the 
powers of county boards. Paragraph 
“fifth” relative to levy of taxes is revised. 
Approved March 6, 1936; effective July 1, 
1936. 

*S. B. No. 8 adds section 3% to Article 
4 of the township organization law which 
provides that the electors at the annual 
meeting shall have power to direct the 
raising of such money by taxation as 
may be deemed necessary to be expended 
for the purpose of caring for poor and 
indigent persons in townships where such 
duty is provided by law. Approved March 
6, 1936; effective July 1, 1936. 
























empted. 


ILLINOIS 
First Special Session 


The First Special Session adjourned on 
March 6, 1936. Following are laws en- 
acted during this session which have not 
previously been reported: 


Property Taxes.—y%xH. B. No. 9 amends 
and reenacts section 25 of the county law 
relative to the powers of county boards. 
Paragraph “fifth” relative to levy of taxes 
is revised. Approved March 6, 1936; ef- 
fective July 1, 1936. 

*H. B. No. 116 is an act to amend sec- 
tion 94c of the school law to provide that 
in all cases where there has been a delay 
in the extension and collection of taxes 
levied by the governing body of any non- 
high school district caused by re-assessment 
of real property therein, each such non- 
high school district is authorized to issue 
bonds for the purpose of paying unpaid 
tuition claims or other claims against any 
such district. Approved March 13, 1936; 
effective immediately. 

*S. B. No. 58 is an act authorizing cities, 
villages and incorporated towns which have 
heretofore entered into agreements with 
the Federal government and have received 
or will receive Federal grants for the con- 
struction, extension, improvement or re- 
pair of streets, sewerage systems or water 
systems, to levy a special tax or assess- 
ment upon the property benefited and to 
issue bonds in anticipation of the collec- 
tion of such special tax or assessment. 
Approved March 13, 1936; effective imme- 
diately. 

*H. B. No. 105 is an act to authorize 
the issuance of bonds by towns and road 
districts for the payment of claims in- 
curred prior to January 1, 1936, for road 
purposes, and the levy of taxes to pay 
such bonds, and to validate certain pro- 
ceedings in connection with their issuance. 
Approved March 13, 1936; effective imme- 
diately. 

*H. B. No. 107 is an act authorizing 
school districts having a population of 
200,000 or less to issue bonds for the pur- 
pose of building school buildings or build- 
ing additions to existing school buildings 
and to levy taxes to pay the principal of 
and interest on such bonds. Approved 
March 13, 1936; effective July 1, 1936. 


Third Special Session wana 


The Third Special Session adjourned 
March 6, 1936. No tax measures became 
law as a result of this session. 


KENTUCKY 


First Special Session 
The following law was enacted at the 
First Special Session, convened February 
24, 1936, and adjourned March 7, 1936: 


Reorganization of Departments of State 
Government.—_%H. B. No. 1 reorganizes 
the various state departments including the 
departments vested with the administra- 
tion of tax laws. Approved March 7, 1936. 


Second Special Session 


The Second Special Session, which con- 
vened March 9, 1936, and adjourned March 
26, 1936, enacted no new tax legislation. 


Third Special Session 


The Third Special Session convened 
March 30, 1936. The following bills affect- 
ing taxation have been introduced: 


Alcoholic Beverages—yxH. B. No. 1 
places a tax of $1.50 per barrel on beer; 
twenty-five cents per gallon on wine, and 
$1.04 per gallon on retail sales of whiskey. 
Approved April 9, 1936. 

H. B. No. 3 places a 15% production tax 
on liquor. 


Inheritance Tax.—H. B. No. 16 amends 
the inheritance tax law by providing that 
the tax on the transfer of stock in Ken- 
tucky corporations owned by foreign de- 
cedents shall be 5% instead of 2%. Passed 
both houses April 14, 1936. 

Itinerant Peddlers.—H. B. No. 6 imposes 
a tax of $250 on itinerant peddlers. 


Oil and Gas Tax.—H. B. No. 2 places a 
production tax of 1% of market value on 
crude oil and gas. 


MARYLAND 
First Special Session 


At the Special Session, which convened 
March 4, 1936, and adjourned April 3, 1936, 
the following bills were passed: 


Alcoholic Beverages, Amusements, Mo- 
tor Vehicles—yS. B. No. 86 amends Secs. 
38 and 41, Art. 2B, adds Secs. 37A, 38A, 


Second Special Session 


The following laws resulting from the 
Second Special Session have not previously 
been reported: 

*S. B. No. 6 amends and reenacts sec- 
tion 102 of Article 7 of Chapter 24 of the 
Code to add thereto a proviso that amounts 
levied in Chicago in 1936 for relief of poor 


‘authorities. 
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41A, 41B and 41C to said Article, imposing 
an excise tax on beer and a manufacturers 
tax on distilled spirits, adds Sec. 73, Art 
56, to impose a tax on admissions to places 
of amusement, adds Secs. 139A and 140A, 
Art. 81, to impose additional franchise taxes 
on domestic and foreign corporations and 
adds Sec. 212, Art. 81, to impose a tax 
upon cosmetics and toilet preparations, 
proved April 8, 1936. Chapter 124. 


Inheritance Tax.—yxS. B. No. 95 amends 
Secs. 104A, 105, 105A, 106, 108, 115, 116 
118-120, 124, 126 and 127, Art. 81, and adds 
Sec. 132A to said Article, to provide for 
reciprocity with other states in respect to 
the collection of inheritance taxes. Ap. 
proved April 8. Chapter 124. 


Motor Vehicle Registration—,S. B 
No. 159 adds Sec. 74, Art. 56, providing 
additional fees for the titling of motor 
— Approved March 31, 1936. Chap- 
ter 3. 

H. B. No. 39 amends Sec. 179, Art. 56, 
to change the time for registration from 
January 1 to April 1, annually. Passed both 
houses. 


MASSACHUSETTS 


Regular Session 

Additional bills introduced at the Reg- 
ular Session, which convened on January 
1, 1936, and important action on pending 
bills include the following: 

Alcoholic Beverages.—S. B. No. 138 reg- 
ulates the number of licenses in certain 
towns for the sale of alcoholic beverages. 
Killed in both houses, March 23, 1936. 


S. B. No. 209 permits the transfer to a 
corporation, under certain conditions, of a 
license to sell alcoholic beverages. Killed 
in both houses, February 26, 1936. 


S. B. No. 391 abolishes the alcoholic bev- 
erages control commission and transfers 
its powers and duties to local licensing 
Killed in both houses, March 
17, 1936 

*S. B. No. 432 regulates the number of 
licenses in small towns for the sale of al- 
coholic beverages to be consumed on the 
premises. Approved March 14, 1936. Chap- 
ter 136. 


H. B. No. 636 authorizes the Alcoholic 
Beverages Control Commission to order 
the refunding of certain license fees. Killed 
in both houses, February 26, 1936. 


H. B. No. 644 relates to the holding of 
package store licenses under the liquor con- 
trol law. Killed in House, March 10, 1936. 

H. B. No. 671 relates to the excise tax 
on alcoholic beverages. Killed in House, 
March 5, 1936. 

H. B. No. 1063 relates to the number 
of licenses which may be granted for the 
sale of alcoholic beverages. Killed in both 
houses, March 23, 1936. 

H. B. No. 1064 prohibits the sale of alco- 
holic beverages after eleven P. M. Killed 
in both houses, February 26, 1936. 

H. B. No. 1065 requires the posting of 
notice of certain applications for licenses 
for the sale of alcoholic beverages or wines 
and malt beverages. Killed in both houses, 
March 24, 1936. 

H. B. No. 1252 relates to renewal of li- 
censes for the sale of alcoholic beverages. 
Killed in both houses, February 24, 1936. 

H. B. No. 1567 relates to the taxation of 
sales of alcohol to be used for certain pur- 
poses. 
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H. B. No. 1614 relates to certain licenses 
Passed Senate, March 30, 
1936. 


Business Licenses.—%S. B. No. 344 re- 
lates to a permit to sell or deliver milk. 
4 +e April 13, 1936. Chapter 210. 

S. B. No. 345 relates to a license to sell 
milk. "Killed in both houses, March 6, 1936. 

S. B. No. 347 relates to the bonding and 
licensing of milk dealers. Killed in Senate, 
March 12, 1936. 

S. B. No. 365 provides for an appeal on 
the refusal of the local licensing authorities 
to grant a common victualler’s license. 
Killed in both houses, March 16, 1936. 

H. B. No. 1105 provides for appeals from 
local licensing authorities to the state fire 
marshal by applicants for licenses in cer- 
tain cases. Killed in both houses, March 
17, 1936. 

H. B. No. 1622 provides additional rev- 
enue for the commonwealth from dog races 
conducted under the pari-mutuel or certifi- 
cate system of wagering. 


H. B. No. 1623 provides for additional 
revenue from horse races conducted under 
the pari-mutuel or certificate system of 
wagering. 


Chain Stores.—S. B. No. 399 requires li- 
censes for the operation of stores. Killed 
in both houses, March 2, 1936. 


H. B. No. 1139 provides for the licensing 
of chain stores. Killed in both houses, March 
2, 1936. 


Gasoline Tax.—S. B. No. 113 abolishes 
the gasoline tax. Killed in both houses, Feb- 
ruary 26, 1936. 


S. B. No. 262 provides for the taxation 
of sales of gasoline and other fuel used 
7 boats. Killed in both houses, March 4, 
1936. 


H. B. No. 324 repeals the additional ex- 
cise tax of one cent imposed on each gal- 
lon of gasoline sold in the commonwealth. 
Killed in both houses, February 26, 1936. 


Income Tax.—H. B. No. 478 increases 
the rate of taxation on incomes. Killed in 
both houses, March 9, 1936. 


Legacies —H. B. No. 1604 relates to the 
taxation of legacies. 


Motor Vehicles.—S. B. No. 93 abolishes 
the limitation of the terms of certain li- 
censes to operate motor vehicles and cer- 
tain certificates of public convenience and 
—- Killed in both houses, March 16, 

6. 


H. B. No. 536 makes the unauthorized 
use of a motor vehicle a felony. Killed in 
both houses, March 12, 1936. 


H. B. No. 1198 reduces the fee for re- 
newals of operators’ licenses of motor ve- 
ge Killed in both houses, March 6, 

6. 


H. B. No. 1629 relates to an excise tax 
on registered motor vehicles in lieu of local 
tax. 


Poll Tax.—%H. B. No. 584 exempts per- 
sons over 70 years of age from poll tax. 
Approved April 8, 1936. Chapter 202. 

Property Taxes.—S. B. No. 52 provides 
for a reduction in the valuation of certain 
property in the City of Boston. Killed in 
both houses, March 16, 1936. 


S. B. No. 160 excepts real estate taxes 
from the laws authorizing the collection 
of local taxes by imprisonment. Killed in 
Senate, March 12, 1936. 

















PENDING STATE TAX LEGISLATION 


S. B. No. 260 provides for an equalized 
basis for taxation of property within the 
commonwealth. Killed in both houses, March 
6, 1936. 

S. B. No. 261 regulates the sale of real 
estate taken for non-payment of taxes as- 
sessed thereon. Killed in both houses, Feb- 
ruary 25, 1936. 

S. B. No. 330 provides certain changes 
in the laws relative to the taxation of cer- 
ig —_—~ Killed in both houses, March 

.% 

S. B. No. 396 exempts from taxation cer- 
tain . veterans’ associations and property 
owned by them. Killed in both houses, 
March 5, 1936. 


S. B. No. 415 relates to land taken or 
sold for taxes and to tax titles. Passed 
Senate, March 2, 1936 


*H. B. No. 18 relates to local tax bills 
or notices in respect to applications for 
abatements or exemptions. Approved March 


23, 1936. Chapter 156. 


H. B. No. 128 directs assessors to value 
property according to earning capacity 
Killed in both houses, March 9, 1936. 

H. B. No. 129 requires local tax bills to 
state separately the assessed valuation of 
land and of buildings taxed. Killed in both 
houses, March 9, 1936. 


H. B. No. 159 restricts the collection of 
taxes on real estate by sale. Killed in both 
houses, February 26, 1936. 


H. B. No. 296 relates to the exemption 
from taxation of limited repairs, remodel- 
ing or additions to existing private dwell- 
ings, or new residential construction of 
private ownership. Killed in both houses, 
March 6, 1936. 


*H. B. No. 361 relates to assessment 
of taxes upon the failure of assessors to 
act. Approved March 7, 1936. Chapter 118. 


H. B. No. 371 relates to the exemption 
from payment of local taxes on tangible 
personal property. Killed in Senate, March 
- so reconsideration refused, March 26, 

H. B. No. 373 relates to exemption from 
local taxation of certain property of char- 
itable institutions. Killed in House, March 
16, 1936. 


H. B. No. 427 further reduces the rates 
on unpaid local taxes. Killed in both houses, 
February 26, 1936. 


H. B. No. 428 further reduces the rate 
on unpaid betterment assessments. Killed 
in both houses, February 26, 1936. 


H. B. No. 585 relates to valuation by 
assessors of property subject to local tax- 
ation. Killed in both houses, March 6, 1936. 


H. B. No. 670 provides that no increase 
in valuation be made on dwelling house 
property for improvements thereon for its 
upkeep. Killed in both houses, March 10, 
1936 

H. B. No. 672 reduces the interest rate 
on unpaid real estate taxes. Killed in both 
houses, February 21, 1936. 

*H. B. No. 769 relates to liens for taxes 
on real estate taken by right of eminent 
— Approved March 14, 1936. Chap- 
ter A 


from taxation. 


5, 1936. 


and jailing for non-payment of taxes. 
in both houses, March 10, 1936. 


estate for taxes or other charges. 
proved March 23, 1936. Chapter 146. 


ment of taxes on land. 
27, 1936. Chapter 92. 


sors and towns. 


March 5, 1936. 


Tax Appeals. 
2, 1936. 


26, 1936. 


H. B. No. 771 relates to property exempt 
Killed in both houses, March 


H. B. No. 772 limits the power of arrest 
Killed 
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H. B. No. 773 changes the time during 


which certain deposits of savings banks 
shall be exempt from taxation. 
both houses, March 16, 1936. 


Killed in 


*H. B. No. 819 relates to liens upon — 
Ap- 


*H. B. No. 1135 relates to the assess- 
Approved February 


H. B. No. 1138 limits powers of asses- 
Killed in both houses, 


H. B. No. 1319 abolishes the Board of 
Killed in both houses, March 


H. B. No. 1561 reduces the rate of in- 


terest on unpaid local taxes assessed in 
the year 1936. Killed in Senate, March 9, 
1936. 


H. B. No. 1570 relates to reimbursement 


of cities and towns for loss of taxes on 
certain land owned by the Commonwealth. 


*H. B. No. 


1603 authorizes cities and 


towns to designate collectors of taxes as 
collectors of accounts. 


1936. Chapter 201. 


Approved, April 8, 


H. B. No. 1605 imposes a limitation upon 


the rate of taxation of real estate and other 
tangible property. 


H. B. No. 1628 relates to the local taxa- 


tion of certain intangible personal prop- 
erty. 


*H. B. No. 1642 repeals certain provi- 


sions of law relative to the assessment 
of taxes on land taken or purchased for 
taxes by a city or town. 


8. 1936. Chapter 194. 


Approved, April 


Utilities.—S. B. No. 397 relates to certain 


powers of the commissioner of corpora- 
tions and taxation in relation to the val- 
uation of certain poles and other property 
of certain telephone and telegraph com- 
panies. 


1936. 


Killed in both houses, March 6, 


MISSISSIPPI 
Regular Session 
The Regular Session adjourned March 
Following are summaries of laws 
enacted which have not previously been 
reported: 
Creameries.—_% H. B. No. 545 regulates 
the buying and selling of cream for butter 


and ice cream-making purposes in the State 


of Mississippi and provides for inspection 
fees. Approved March 26, 1936. 


Motor Vehicles.—*%H. B. No. 544 levies 
taxes on motor vehicles and exempts cer- 
tain vehicles used for delivery purposes. 
Approved March 26, 1936. 


Privilege Taxes.—% H. B. No. 598 amends 
Secs. 4097, 4125, Code 1930, so as to except 
from exemption taxes imposed by Ch. 119, 
Laws 1934. Approved March 24, 1936. 

*H. B. No. 865 authorizes and empow- 
ers municipalities to levy a privilege tax. 
Approved March 26, 1936. 


*H. B. No. 880 amends privilege tax 
rates applicable to cash registers, electric 
machines, contractors, dealers in futures, 
insurance agents, newspapers, railroad 
companies, soft drink dealers and transient 
vendors. Approved March 26, 1936. 

Property Taxes.—% H. B. No. 870 amends 
Secs. 2588, 2590, Code of 1930, as amended 
by Ch. 328, Laws 1934, relating to tax sales. 
Approved March 26, 1936. 
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Sales Tax.—yH. B. No. 597 provides 
that retailers, wholesalers and jobbers liable 
for the sales tax must add the amount of 
the tax to the sales price of the tangible 
property sold. The Tax Commission is 
authorized to issue tokens. Approved 
March 26, 1936. 


Tobacco Tax.—%*H. B. No. 682 amends 


rearages in installments. 
1936. Chapter 53. 

A. B. No. 138 extends the time to June 
30, 1936, for the Tax Commissioner to com- 
pute the average rate of taxation. Passed 
House, March 23, 1936. 

A. B. No. 274 empowers the State Tax 
Commissioner to bid and acquire properties 




















Approved, April 7, 











. . under execution based on a claim for taxes. 
Ch. 125, Laws 1934, requiring permits for Pascal Hause Mach 4 
dealers in taxable tobacco. Approved March A. & Me 1D eutherions municipalities 
26, 1936. shes: ’ 






to compromise past due taxes and mu- 
a charges. Passed House, March 16, 

* A. B. No. 364 makes definite the type 
of fraternal organizations and lodges, as- 
sociations and societies which are exempt 
from taxation, and provides that no part 
of such property can be used for pecuniary 
profit. Approved April 3, 1936. Chapter 46. 

A. B. No. 376 provides that the failure 
of a tax collector to arrest and imprison 
a delinquent shall not be considered neg- 
lect or default in the performance of his 
official duties. 

A. B. No. 377 fixes the responsibility of 
tax collectors and municipal governing 
bodies to enforce municipal liens for taxes. 

A. B. No. 404 validates railroad tax hear- 
ings before the State Board of Tax Ap- 
peals which took place after October 15, 
1935, the time limit set in the original act. 
Passed House, March 16, 1936. 

A. B. No. 447 provides a uniform pro- 
cedure in relation to state taxes. 


*H. B. No. 886 repeals Sec. 44, Chap. 
20, Laws 1935, Special Session, relating to 
the privilege tax on tobacco and cigarette 
dealers. Approved March 27, 1936. 










NEW JERSEY 
Regular Session 


Additional bills introduced at the Regu- 
lar Session convened on January 14, 1936, 
and important action on pending bills in- 
clude: 


Alcoholic Beverages.—S. B. No. 269 pro- 
hibits the importation of alcoholic bever- 
ages into the state except in specified small 
amounts. 

A. B. No. 80 amends the Alcoholic Bev- 
erage Control Act affecting the issuance 
of licenses in sixth class counties so that 
municipalities have the issuing power. 
Passed House, March 9, 1936. 

A. B. No. 82 further amends the Alco- 
holic Beverage Control Act. Passed House, 
March 9, 1936. 

A. B. No. 391 amends the Alcoholic Bev- 
erage Act to provide for the issuance of 
a club limited winery license for organiza- 
tions not operated for private gain. 


Gasoline.—A. B. No. 460 increases the tax 
on gasoline from three to four cents; to 
be used for emergency relief purposes. 


Inheritance Tax.—S. B. No. 198 provides 
that a copy of the bill of complaint is 
supplied to the Attorney General in in- 
heritance tax lien cases. Passed Senate, 
March 12, 1936. 


Motor Vehicles—¥S. B. No. 199 pro- 
vides for taxation of auto buses when such 
vehicles are substituted for street cars. 
Approved March 17, 1936. Chapter 32. 

S. B. No. 271 fixes penalties for carrying 
passengers for hire without a license. 

A. B. No. 461 provides for the taxing 
of intra and interstate trucking. 


Property Taxes.—¥S. B. No. 173 extends 
for the year 1936 the privilege of paying 
state school tax in scrip. Approved, April 
17, 1936. Chapter 57 

S. B. No. 225 reduces the exemption from 
taxation of lands owned by or held in 
trust for the state in municipalities from 
9% of the area of the municipality to 3%. 

S. B. No. 230 provides that state and 
county shall share in expenses of litiga- 
tion caused a taxing district in collection 
of corporation taxes. 

S. B. No. 255 abolished the two and 
three-quarters mills school tax. 

S. B. No. 263 removes present restric- 
tions upon the sale of tax certificates on 
real property by municipalities. 

A. B. No. 7 provides a $5.00 fee for filing 
tax appeals with the State Board of Tax 
Appeals. Passed House February 24, 1936. 

* A. B. No. 39 allows payment of tax ar- 
rearages in installments. Passed -Senate, 












































































NEW YORK 


Regular Session 


Additional bills introduced since last 
month’s report at the Regular Session con- 
vened January 1, 1936, and important action 
on pending bills include: 

Alcoholic Beverages.—S. B. No. 302 and 
A. B. No. 421 make the prohibited sales 
provision of the alcoholic beverage law 
apply to anyone instead of only to retailers. 
A. B. passed Assembly, March 26, 1936. 

S. B. No. 1670 and A. B. No. 2021 
increase the tax on still, artificially car- 
bonated and natural carbonated wines man- 
ufactured outside the state. 

S. B. No. 1739 adds new taxes of % of 1 
cent per gallon on beers, 2 cents on still 
wines, 4 cents on artificially carbonated 
wines, 8 cents on naturally carbonated 
wines, 10 cents on liquors of 24 per cent 
alcohol and 20 cents on all other liquors. 

A. B. No. 64 permits holders of liquor 
licenses to sell beer in bottles for off prem- 
ise consumption, also soft drinks, bitters 
and other ingredients for mixing drinks, 
bottle openers, cigarettes, tobacco, etc., and 
to install vending machines for self-service 
sales of candy, etc., and imposing a state- 
wide license fee of $500 for selling liquor, 
wines and beer at retail. Stricken from 
calendar, March 26, 1936. 

A, B, No. 138 permits the licensing of 
confectionery stores in New York City to 
sell beer at retail for consumption off prem- 
ises. Stricken from calendar, March 26, 1936. 

Business License Taxes.—S. B. No. 1870 
and A. B. No. 2062 extends to April 1, 
1937, the emergency tax on milk. 

A. B. No. 326 extends for one year the 
emergency milk control law. Approved 
March 31, 1936. Chapter 215. 

A. B. No. 668 provides for the licensing 
of all soda fountains and restaurants oper- 
ated in connection with drug stores. Stricken 
from calendar, March 26, 1936. 
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A. B. No. 700 provides for the licensing 
of the business of hair dressing and cos. 
metology. Stricken from calendar, Marg) 
26, 1936. 

A. B. No. 1162 continues the emergenc 
milk control law for another year. Stricko) 
from calendar, March 26, 1936. 

A. B. No. 1202 licenses and regulates the 
business of motor vehicle financing. Strickey 
from calendar, March 26, 1936. 


Chain Store Tax.—S. B. No. 1208 add 
Art. 17a Tax Law taxing retail and whole. 
sale stores at fee from $3. on one store 
to $1,000. for each store over 20. 


Corporations.—¥S. B. No. 706 requires 
one-half of the franchise tax or $25.00 
be paid with the report. Approved Mar¢l 
21, 1936. Chapter 134. 

Estate Tax.—S. B. No. 719 provides 
that the 5% discount for prompt payment 
of estate tax be reduced % of 1% for each 
month or fraction of month that tax is 
unpaid until the discount is exhausted. Re- 
called from Governor, April 10, 1936. 


Gasoline Taxes.—S. B. No. 226 continues 
for another year ending June 30, 1937, the 
additional emergency tax of 1 cent a gal- 
lon on sales of motor fuel. Jn conference 
committee, March 18, 1936. 

S. B. No. 1713 increases to 4 cents the 
regular gasoline tax. 

A. B. No. 63 repeals provision which im- 
poses an additional emergency tax on mo- 
tor fuel. Stricken from calendar, March 2, 
1936. 

A. B. No. 2252 increases the gasoline tax 
from 2 to 3 cents per gallon. 


Insurance Corporations.—A. B. No. 1106 
imposes an additional tax of 1% of gross 
fire premiums of fire insurance corpora- 
tions for benefit of fire departments. Stricken 
from calendar, March 26, 1936. 

A. B. No. 1200 relates to the franchise 
tax on insurance companies so that taxes 
shall be based upon the report required to 
be filed on or before March 1, instead of 
May 1, 1936. Stricken from calendar, March 
3, 1936. 


Mortgage Tax.—A. B. No. 706 imposes 
a tax of 40% on all income received from 
mortgages. Income not in excess of 4% 
interest to be exempt. Stricken from cal- 
endar, March 26, 1936. 


Motor Vehicles.—A. B. No. 47 provides 
for a flat registration fee of $3.00 for motor 
vehicles. Stricken from calendar, March 26, 
1936. 

A. B. No. 101 provides that payment of 
registration fee shall not apply to motor 
vehicles owned or controlled by public im 
provement districts. Passed Assembly Fcb- 
ruary 11, 

A. B. No. 139 provides for examination 
of operators of omnibuses carrying 7 or 
more passengers. Stricken from calendar, 
March 26, 1936. 

A. B. No. 163 makes the registration fee 
for light delivery cars $6 instead of $12, 
for trucks weighing 1800 pounds or more, 
unladen, and less than 4000 pounds, 40¢ for 
each 100 pounds and for each tractor of 
any weight and trucks weighing 4000 pounds 
for motor vehicle registration. Stricken 


from calendar, March 26, 1936. 


A. B. No. 282 provides a flat fee of $5.00 
for motor vehicle registration. Stricken 
from calendar, March 26, 1936. 

A. B. No. 999 imposes a tax upon foreign 
trucks importing merchandise equal to the 
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tax required to be paid by resident truck 
operators of this state in such foreign 
states. Vetoed, April 7, 1936. 


New York City.—A. B. No. 1959 extends 
the right of the City of New York to enact 
local laws imposing taxes which the legis- 
lature might impose. Third reading in As- 
sembly, March 27, 1936. 


Personal Income Tax.—¥S. B. No. 718 
relates to the payment of the personal in- 
come tax in two payments. Approved 
March 17, 1936. Chapter 110. 

S. B. No. 1892 permits payment of per- 
sonal income tax in 4 installments, first 
on last day for filing return, second on 
15th day of third month, third on 15th day 
of 6th month and last on 15th day of 9th 
month. 

A. B. No. 960 provides for the exemption 
from personal income tax of the salaries of 
judges, justices and official referees for any 
taxable year prior to Jan. 1, 1936, instead 
of 1933. Stricken from calendar, March 26, 
1936. 


Property Taxes.—S. B. No. 124 provides 
for cancellation or reduction of unpaid 
taxes, hereafter, as well as heretofore levied 
on real property by a municipality, for the 
collection of which no sale has been made. 
Recalled from Governor, April 10, 1936. 

*S. B. No. 710 authorizes the tax com- 

mission in consideration of payment of 
taxes on any parcel of land after statement 
is received from county treasurer, to re- 
duce interest to not less than 6 per cent 
a year. Approved March 21, 1936. Chapter 
135. 
*S. B. No. 721 provides that a county 
may adopt tax maps for the use of assessors 
of all tax districts of county; if map is for 
incorporated village the cost must be paid 
by — Approved March 21, 1936. Chap- 
ter 132. 


A. B. No. 88 provides notice of tax lien 
sales must be sent by registered mail to 
owners of record or, if names or addresses 
are not known, must be published at least 
3 times in 60 days preceding date of sale, 
in 2 local papers. Stricken from calendar, 
March 28, 1936. 


* A. B. No. 595 amends the Village Law 
in Section 115 permitting the payment of 
taxes to July 1 instead of June 30 without 
—<— Approved March 21, 1936. Chap- 
ter 150. 


*%A. B. No. 617 amends Section 117-a 
Village Law by authorizing the trustees 
to collect taxes in two installments instead 
of two equal semi-annual installments as 
previously. Approved March 21, 1936. 
Chapter 148. 


*% A. B. No. 1211 permits county treas- 
urers to extend time for collection of taxes 
to June 1, 1936. Approved March 18, 1936. 
Chapter 122. 


Unincorporated Business Tax.—A. B. 
No. 1309 requires the prorating of the 
exemption under the Unincorporated Busi- 
ness Tax where the period covered by the 
return is less than a year. Passed Assem- 
bly, March 26, 1936. 


Utilities—S. B. No. 708 and A. B. No. 
1255 relate to the additional franchise tax 
on transmission and transportation com- 
panies, the tax on savings banks, and to 
the sale of real property subject to the lien 
of the corporation tax in actions for fore- 
closure of mortgages. 
April 23, 1936. 











action taken as follows at the Special Ses- 
sion convened September 18, 1935: 


428 levies a wine tax against the wholesaler 
instead of the retailer. 
1936. 


1936, to consider social security legislation 
and flood relief, but a tax program is being 
planned, which includes (1) higher motor 
vehicle fees, (2) l-cent gasoline tax in- 
crease, (3) kilowatt tax on electricity, (4) 
chain store tax, (5) severance taxes on 
natural resources, (6) gift tax, (7) increased 
taxes on insurance companies, and (8) 
higher gross receipts taxes on utilities. 


lar Session convened January 7, 1936, and 
important action on pending bills include: 








In Governor’s hands, 
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OHIO 
First Special Session 
Additional bills have been introduced and 


Alcoholic Beverage Taxes.—¥S. B. No. 
Approved April 16, 


PENNSYLVANIA 


First Special Session 
A Special Session is called for May 4, 


RHODE ISLAND 


Regular Session 
Additional bills introduced at the Regu- 


Business Licenses.—S. B. No. 153 creates 


a division of dog racing, defining its pow- 
ers and duties and making an appropriation 
therefor. Killed in Senate, April 9, 1936. 


S. B. No. 178 allows Westerly Town 


Council to license Sunday movies. Passed 
Senate, April 8, 1936. 


H. B. No. 504 provides for regulation and 


licensing of home-work. Passed both Houses, 
April 9, 1936. 


H. B. No. 733 creates a division of dog 
racing, defining its powers and duties and 


making an appropriation. Killed in House, 
April 8, 1936. 


H. B. No. 796 defines the qualifications 


for the practice of architecture and creates 


a board for examination and registration 


of architects. Passed both Houses, April 8, 


1936. 

H. B. No. 807 amends Sec. 1 of Ch. 240 of 
the General Laws, for the registration of 
fishermen. Killed in House, April 8, 1936. 

H. B. No. 812 amends Sec. 3 of Ch. 240 
of the General Laws for the registration 
of fishermen. Passed House, April 9, 1936. 

H. B. No. 921 relates to the examination 
and licensing of engineers and boiler oper- 
ators. Passed House, April 8, 1936. 


Gasoline Tax.—H. B. No. 851 imposes a 
tax of 2¢ a gallon on fuel oil for tank ve- 
hicle inspection and sealing of 1¢ gallon. 
Killed in House, April 8, 1936. 


Motor Vehicle Registration—S. B. No. 
151 requires suspension of registration of 
motor vehicle if personal property tax is 
not paid. Killed in Senate, April 9, 1936. 


SOUTH CAROLINA 


Regular Session 
Additional bills introduced at the Regu- 
lar Session convened January 14, 1936, and 
important action on pending bills include: 


Alcoholic Beverages.—%* H. B. No. 1467 
requires refunds of taxes paid on liquors 
returned to distillers. Approved March 20, 
1936. 

H. B. No. 1729 reduces rate of tax on soft 
drinks in sealed bottles other than drinks 


in which the cola nut is an ingredient. Killed 
in House April 10, 1936. 















291 





H. B. No. 2033 changes standard of meas- 


urements of alcoholic content of wines 
from weight to volume and provides license 
taxes thereon. Passed House, April 7, 1936. 


Business License Taxes.—H. B. No. 1053 


regulates the occupation of hairdresser 
and cosmetologist and provides for licens- 
ing of same. Killed in House, February 26, 
1936. 


H. B. No. 1107 regulates sale of property 


on installment plan and imposes a tax on 
sellers. Killed in House, March 5, 1936. 


*H. B. No. 1662 extends term of li- 


censes to dig and mine phosphate from 
one to five years. Approved March 27, 1936. 


Motor Vehicle Registration.—H. B. No. 


1402 provides for a reduction of motor 
vehicle license fees by one-half. Killed in 
House, February 26, 1936. 


H. B. No. 1432 provides for the suspen- 


sion of motor vehicle operators’ licenses 
for the commission of certain crimes with 
motor vehicles. Killed in Senate, March 17, 
1936. 


Property Taxes.—¥S. B. No. 1173 amends 


Sec. 2170, Code of 1932, regulating dispo- 
sition of lands acquired by the Forfeited 


Land Commission at tax sales. Approved 


March 21, 1936. 


H. B. No. 858 relating to the assignment 


of state, county, municipal and other tax 
liens. Killed in House, March 31, 1936. 


*H. B. No. 1419 extends time for pay- 


ment of 1935 taxes until May 1. Approved 
March 19, 1936. 


*H. B. No. 1443 levies taxes for school 
and county purposes in Pickens County. 
Approved March 7, 1936. 

*H. B. No. 1587 levies taxes for county 
purposes in Bamberg County. Approved 
March 7, 1936. 

*H. B. No. 1641 levies taxes for ordinary 
county purposes in Marion County. Ap- 


proved, April 2, 1936. 


H. B. No. 1654 levies taxes for ordinary 
county purposes in Darlington County. 
Passed both Houses, April 2, 1936. 


*H. B. No. 1676 levies taxes for ordinary 
county purposes in Berkeley County. Ap- 
proved March 14, 1936. 


*H. B. No. 1689 levies taxes for ordinary 
county purposes in Chester County. Ap- 
proved March 14, 1936. 

H. B. No. 1778 levies taxes for school 
and county purposes in Greenville County. 
Passed both Houses, April 1, 1936. 


*H. B. No. 1792 levies taxes for ordinary 
county purposes in Lexington County. 
Approved April 4, 1936. 

*H. B. No. 1817 levies taxes for school 
purposes in Florence County. Approved 
March 27, 1936. 

H. B. No. 1871 provides for payment of 
delinquent taxes in installments in Aiken 
County. Passed House, April 9, 1936. 

* H. B. No. 1878 levies taxes for ordinary 
county purposes in Colleton County. Ap- 
proved April 3, 1936. 

H. B. No. 1925 levies taxes for county 
and school purposes in Oconee County. 
Passed House, April 9, 1936. 

*%H. B. No. 1937 repeals Act 1100, L. 
1934, relating to the collection of delin- 


quent taxes in Horry County. Approved 
April 1, 1936. 
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VIRGINIA 
Regular Session 


The 1936 regular session of the Virginia 
legislature adjourned sine die on March 20, 


1936. The following, together with laws| 


previously reported, complete the lists of 


laws enacted affecting the taxation of busi- | 


ness corporations: 


Alcoholic Beverages.—x%eH. Bb. No. 153 
amends various sections of the Alcoholic 
Beverage Control Act. Approved March 24, 
1936. 


*H. B. No. 191 requires the Virginia| 


Alcoholic Beverage Control Board to re- 
fund to certain licensees thereunder any 
moneys collected by it for licenses in ex- 
cess of the amounts of single annual license 
taxes. Approved March 12, 1936. 


*H. B. No. 301 amends Sec. 11 of the 
Seer License Law relating to the use of 
stamps, crowns and caps. Approved March 
12, 1936. 


Carnivals.—¥S. B. No. 232 amends Sec. 
153, Tax Code, relating to carnivals, shows, 
circuses, menageries and other like amuse- 


ments. Approved March 13, 1936. 


Gasoline. —S. B. No. 84 relates to re- 
funds of taxes paid on motor fuel. Ap- 
proved March 28, 1936. 


Income Tax.—%H. B. No. 174 amends 
various sections of the code relative to 
income tax. Approved March 6, 1936. 

*H. B. No. 433 amends Sec. 59, Tax 
Code, relating to income tax of parent and 
subsidiary corporations. Approved March 


30, 1936. 
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Inheritance Tax.—%eH. B. No. 438 pre- 


| scribes the method of ascertainment of 








| principal and income and the apportion- 


ment of receipts and expenses among ten- 
ants and remaindermen. Approved March 
30, 1936. 


Milk Stations—*H. B. No. 349 amends 
Sec. 1173 of the Code relating to skimming 
stations, creameries, cheese factories, etc. 
Approved March 30, 1936. 


Motor Vehicles.—¥S. B. No. 36 defines 
motor vehicle carriers and transportation 
brokers. Approved March 9, 1936. 

*S. B. No. 283 relates to driving or using 
a motor vehicle without the owner’s con- 
sent. Approved March 27, 1936. 

*H. B. No. 65 amends Sec. 35 of the 
Motor Vehicle Code in relation to regis- 
tration fees. Approved March 30, 1936. 

*H. B. No. 278 relates to number plates 
for motor vehicles and prescribes penalties 


| for violation, Approved March 14, 1936. 


*H. B. No. 501 amends Sec. 217-a, Tax 
Code, relating to the assessment and tax- 
ation of rolling stock of certified motor 
vehicle carriers. Approved March 30, 1936. 

*%H. B. No. 532 amends Sec. 35, Ch. 
342, Acts of 1932 in relation to registration 
fees assessed by cities and towns. Ap- 
proved March 27, 1936. 


_ Property Taxes.—%xS. B. No. 218 amends 
Sec. 2495 of the Code in relation to how 
lands sold for delinquent taxes and pur- 


| chased in the name of the Comptroller, 


may be purchased by other persons. Ap- 


proved March 30, 1936. 
*S. B. No. 245 amends Sec. 91, Tax 
Code, relative to rate of taxation of bank 


| stock. Approved March 30, 1936. 
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*S. B. No. 293 amends Sec. 222, Tax 
Code, relating to taxes on corporations 
which operate steamships, steamboats or 


other floating property. Approved March 
27, 1936. 


*S. B. No. 309 relates to collection of 
taxes and delinquent taxes, so as to change 
from June 16 to June 30 the date on which 
interest shall be collected on delinquent 
taxes and penalties. Approved March 30, 
1936. 


*H. B. No. 173 empowers the councils 
or other governing bodies to release pen- 
alties, etc., for taxes delinquent for the 
year 1934 and prior years, provided such 
taxes are paid within six months after the 
effective date of the act. Approved March 
30, 1936. 

%*H. B. No. 307 relates to the recording 


of delinquent taxes. Approved March 30, 
1936. 


*H. B. No. 432 amends Sec. 281, Tax 
Code, relating to payment of delinquent 
taxes. Approved March 30, 1936. 

*H. B. No. 437 amends Sec. 2454, Vir- 
ginia Code, in relation to the lien on real 


estate for taxes and levies. Approved March 
30, 1936. 


*H. B. No. 490 extends the time and 
enlarges the remedy for relief from assess- 
ments. Approved March 30, 1936. 

%*H. B. No. 499 amends Sec. 1771 of the 
Code relating to assessment tax roll and 


amount to be assessed. Approved March 30, 
1936. 


Slot Machines.—*%x H. B. No. 300 amends 
Sec. 198, Tax Code, relating to license tax 
on slot machines. Approved March 30, 1930. 












2. Gross income of a corporation on the accrual basis 






















































































































































































Supreme Court 


Federal Estate Tax.—The District Court having held, 
in a general verdict upon waiver of jury trial, that, on the 
evidence, taxpayers had failed to show that the motive 
that induced a transfer by decedent in his lifetimie was not 
of the sort which leads to testamentary disposition, the 
Appellate Court was in error in reversing the District 
Court by weighing the evidence and making its own find- 
ings that the transfer in question was not made in con- 
templation of death. 

“The ultimate question for the decision of the trial 
court was one of fact and its general verdict was con- 
clusive,” the opinion of the Supreme Court says. 

The decision upholds the determination of the Coim- 
missioner of Internal Revenue in including in the gross 
estate of the deceased, property valued at upwards of 
$670,000, which, less than two years prior to the decedent's 
death, had been transferred in trust for the benefit of his 
wife and children—Supreme Court of the United States 
in Blakely D. McCaughn, Collector of Internal Revenue for 
the First District of Pennsylvania v. Real Estate Land and 
Trust Company and Douglas MacFarlan, Executors of the 
og of Malcolm MacFarlan, Deceased. No. 629, Oct. term, 
1935. 


This decision reverses that of the Circuit Court of Ap- 
peals, Third Circuit, 79 Fed. (2d) 602, and affirms the 
decision of the District Court, 7 Fed. Supp. 742. 


Appellate and Lower Courts 


Accounting Periods and Methods—Depreciation of Im- 
provements on Leased Property.—1l. Invested capital for 
1920 may not include any amount for good will acquired by 
petitioner corporation when it acquired a predecessor’s busi- 
ness by the issuance of stock. No stock was specifically 
issued for the good will. 





should include sales on account during the year by valuing 
accounts receivable at their face value. The argument that 
accounts receivable should be treated as inventory items 
and valued at the cost of the goods whose sale gave rise 
to the account is without merit. 


3. Loading platform built in 1920 by petitioner on prem- 
ises leased for one year and thereafter until terminated 
upon 60 days’ notice by either party should be depreciated 
over its useful life, as, under the terms of the lease, improve- 
ments by lessee remained the property of the lessee until 
termination of the lease. Cost of a building on land held 
under a three-year lease should be depreciated over the 
term of the lease.—U. S. District Court, District of Massa- 
chusetts, in Charles C. Lewis Company v. The United States 
of America. aw No. 4975. 


Allocation of Income and Deductions Between Organi- 
zations Owned or Controlled by Same Interests—Net Loss 
Carryover.—Section 240 (f) of the 1926 Act, providing that 
in any case of two or more related trades or businesses 
owned or controlled directly or indirectly by the same 
interests, the Commissioner may and at the request of the 
taxpayer shall if necessary etc., consolidate the accounts, 
contemplates the consolidation of all the accounts of sev- 
eral related companies. The petitioners contended for the 
consolidation only of certain accounts pertaining to inter- 
company sales of lumber. The Commissioner correctly 
refused to consolidate the accounts for 1926-1928, where 
petitioner did not submit sufficient evidence to show the 
necessity therefor. “We do not consider the necessity 
required in the statute, to be a question of ultimate fact, 
requiring a finding, but rather as a mixed question of law 
and fact.” 

Where a corporation, which sustained a net loss in 1926, 
received a dividend from a wholly owned subsidiary in 
that vear, the dividend may not be excluded from its 
income in computing the net loss to be carried forward 
for the taxable vears 1927 and 1928.—U. S. Circuit Court 
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of Appeals, Ninth Circuit, in Remco Steamship Company, 
a Corporation, and Caspar Lumber Company, a Corporation, 
7. Commissioner of Internal Revenue. No. 7930. 

Decision of Board of Tax Appeals, 30 BTA 579, affirmed. 


Appeals from the Board of Tax Appeals.—A statement 
of evidence on appeal from the decision of the Board was 
submitted for allowance to the Member who conducted 
the proceeding. He refused to allow it and ordered the 
Clerk of the Board not to transmit the statement of evi- 
dence to the Circuit Court of Appeals. The taxpayer 
applied to the Circuit Court of Appeals for a writ of man- 
damus, naming both the Board and the Member as re- 
spondents. The Board thereafter directed that the order 
of the Member be vacated and directed the Chairman of 
the Board to approve the statement of evidence. Accord- 
ingly there is no occasion to issue the writ against the 
Board, 

As justification for his refusal the Member contended 
that the power of the courts to review decisions of the 
Board is limited to questions of law and that findings of 
fact if supported by substantial evidence are conclusive 
and that the assignments of error were insufficient to 
require the Court to review the evidence. The Court holds 
that the Member was in error in undertaking the burden 
of passing upon the sufficiency of the assignments of error 
to require the Court to review the evidence. The burden 
to determine the verity of the statement of the evidence 
is upon the Member but not to determine that a portion 
of the record is unnecessary.—U. S. Circuit Court of Ap- 
peals, Eighth Circuit, in The Dayton Company, a Corpora- 
tion, v. Hlon. Stephen J. McMahon, Member United States 
Board of Tax Appeals, Iashington, D. C., and United States 
Board of Tax Appeals, Washington, D.C. No. 379, Original. 
—March term, 1936. 


Assignment of Income from a Trust: Where Tax Lia- 
bility Falls—1. Although the Illinois court held that an 
assignment of income was valid, and although this Court 
states that such decision would be binding on it, the Court 
holds that the taxpayer was taxable in 1924 to 1926, and 
1929, on income of a trust under which he was a beneficiary 
and which he assigned to his children. “While he could 
authorize the trustees to deliver to another what was due 
him, it was not deliverable until it was his to dispose of.” 

2. The Court accepts the decision in Freuler v. Helvering, 
291 U. S. 35, as authority for holding that “a final decree 
of a State court, supreme or inferior, entered in a specific 
matter such as the interpretation of rights under a testa- 
mentary trust, is binding upon a Federal court in deter- 





View of Tidal Basin, Washington, D. C., When Famous Cherry Trees 


Were in Bloom 


By Ewing Galloway, N.Y. 
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mining the character of a trust, the income from which is 
the subject of a Federal tax.” The State court had held 
the assignments valid and the trust not a spendthrift one. 
—U. S. Circuit Court of Appeals, Seventh Circuit, in Com- 
missioner of Internal Revenue v. Edward T. Blair. No. 5648. 
October term, 1935, Jan. session, 1936. 

Decision of Board of Tax Appeals, 31 BTA 1192, re- 
versed on the first issue. 

Association Distinguished from Trust.—Medical and sur- 
gical clinic was an “association” within the meaning of the 
applicable revenue acts during 1924 to 1927, and was tax- 
able as a corporation, ar it is shown that the trust 
had a “substantial resemblance to a corporation” and was 

“carrying on a business enterprise for profit.” Helvering 
v. Combs and Everett, Trustees followed.—U. S. Circuit 
Court of Appeals, Seventh Circuit, in Ora L. Pelton, Sr., 
and S. L. Gabley, Surviving Trustees of the Pelton Clinic, v. 
Commissioner of Internal Revenue. Nos. 5619, 5620. Oct. 
term, 1935, Jan. session, 1936. 

Decision of Board of Tax Appeals, 32 BTA 198, affirmed. 


Basis for Gain or Loss.—Under the 1924, 1926 and 1928 
Acts the basis for property received after December 31, 
1920, in exchange for stock where the stock is issued to 
the holders of. the property in direct proportion to their 
holdings in the property, is the same as it would be in the 
hands of the transferors, adjusted for gain or loss in the 
exchange. 

The property, a contract of sale of a lease for $480,000, 
payable $4,000 monthly commencing April 1, 1923 (without 
interest), was transferred to the corporation on March 15, 
1923. Under Section 202 (c) (3) of the 1921 Act no gain 
or loss was realized by the transferors on the exchange. 
Therefore, under the 1924, 1926 and 1928 Acts, the basis 
to be used by the corporation is the transferors’ basis. 
85 per cent of the interests in the contracts was acquired 
without consideration; the remaining 15 per cent acquired 
by bequest had a value of $52,314.31, which latter figure 
is all the corporation may use as a basis under the 1924, 
1926 and 1928 Acts.—U. S. Circuit Court of Appeals, Sixth 
Circuit, in Himelhoch Brothers and Company v. Commissioner 
of Internal Revenue. No. 6912. 

Decision of Board of Tax Appeals, 26 BTA 541, affirmed. 

Business Expense.—The Court, on authority of Marsh 
Fork Coal Co. v. Lucas, 42 Fed. (2d) 83, holds that expendi- 
tures by the taxpayers in 1919, 1920, 1925, and 1926 for 
electric locomotives, mine cars, steel rails, etc., to maintain 
the capacity of a coal mine as the working faces receded 
were deductible as business expenses 
although such equipment had a oa 
life of more than one year.—U. Dis- 
trict Court, No. Dist. of West Vizeinis, 
in IVinding Gulf Colliery Company, a 
Corporation, v. Edwin A. Brast, individu- 
ally, and as Collector of Internal Revenue 
for the Collection District of West Vir- 
ginia; Superior Pocahontas Coal Company, 
a Corporation, v. Edwin A. Brast, individ- 
ually, and as Collector of Internal Revenue 
for the Collection District of West Vir- 
ginta. 


Capital Stock Tax.—Capital stock tax 
for 1933 under the N. I. R. A., and in- 
terest thereon, paid by plaintiff upon 
denial of its claim for exemption filed 
with its return should be refunded with 
interest, the Court holding that peti- 
tioner, whose sole activities consisted 
of investments in securities and in some 
real estate, made for the accommoda- 
tion and benefits of its parent company 
which owned all its stock, was not car- 
rying on business during the period 
from June 16, 1933 to June 30, 1933.— 
U.S. District Court, District of Connec- 
ticut, in The New Haven Securities Com- 
pany v. A. Don Bitgood, Acting Collector 
of Internal Revenue. No. 3724 Law. 


(Continued on page 310) 
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SAT. 


73345 6 
7 8 9 1011 12 13 
14 15 16 17 18 19 20 
21 22 23 24 25 26 27 
28 29 30 






ALABAMA 
First Monday in June 
Property Taxes: Immediately upon the comple- 
tion of the work of reviewing and adjusting 
assessed valuations by the board of review, the 
tax assessor is required to give notice by pub- 
lication once a week for three consecutive weeks 
that the assessed valuations of all property have 
been fixed and that the board of review will sit 
at the court house of the county on this date to 
consider protests. 









































































































































June 20—— 
Coal and iron ore mining monthly reports and 
tax due. 
ARIZONA 
June 1—— 
Annual registration fee and report due during 
June. 














First meeting of county board of equalization. 
First Monday—— 


Railroad property tax returns to Tax Commission 
due. 


‘Tax Commission assesses railroad property. 





















































Telephone and telegraph company property tax 
returns due. 
‘Telephone and telegraph company property as- 














sessed by Tax Commission. 

June 5—— : 
Alcoholic beverage licensees 

June 15 


Gasoline distributors’ and consignees’ reports and 
taxes due. 
Gross income tax report and payment due. 
Motor vehicle carrier report and tax due. 
Second half of income tax due. 
June 20—— 
Gross income tax delinquent. 
Motor vehicle carrier report and tax delinquent. 











, 





report due. 























































June 25—— 
Motor fuel carriers’ report and any tax due. 
June 30—— 
Annual registration fee and report due during 
June. 









Contractors’ license fees due. 

Employment agency license fees due. 

Express company reports due between 
and Sept. 1. 

Private car line property tax returns due between 
this date and Sept. 1. 







this date 







ARKANSAS 





June 1 
Each person in the State required by law to list 
property must make out and deliver to the 
assessor, verified by his oath or affirmation, a 
list of all moneys and certificates and circulating 
notes in his possession or under his control on 
the first day of June of each year, etc. 
First Monday 
All taxes assessed are a lien upon and bind the 
property assessed from the first Monday in June 
of the year in which the assessment is made. 
Merchants are required to take the average value 
of property in their possession or under their 
control during the year immediately preceding 
the first Monday mol agp of the year in which 
the assessment is made, etc. 





























Extracts from tax calendars in the Corporation Tax Service published by Commerce Clearing House, Inc. 


Taxes are a lien on the property from the first 
Monday in June of the year of assessment but, 
as between grantor and grantee, the lien at- 
taches on the first Monday in January thereafter. 

June 15 
Monthly sales tax report and remittance due. 

June 30 
All fees prescribed are for each calendar year 

provided that registration of license upon which 
they are based is issued prior to June 30th. 

If motor vehicle registrations and licenses are 
issued after June 30th and prior to September 
30th, the charge is one-half of that for the calen- 
dar year. 

Notice for transportation companies to make prop- 
erty tax returns by the 31st day of July next 
following are made annually by the assessor on 
or before June 30th. 

Permits for the sale of tobacco and tobacco prod- 
ucts expire June 30 next ensuing date of 
issuance. 

The assessor is required, annually, at least 10 
days before the thirtieth day of June, to deliver 

to the president, secretary, accounting officer 

or agent of any such company, corporation or 
association located in or doing business in such 
county a notice in writing to return property 


schedule by the thirty-first day of July next 
ensuing. 








CALIFORNIA 
June 1 
Collection agencies’ 
license due. 
Gasoline tax due; distributors required to make 
physical inventory. 
Last day to file taxpayer’s statement to avoid 
arbitrary assessment for property taxes. 
Motor vehicle registration and license fees reduced 
to 7/12 of annual rate. 
June 5—— 
Fish packers’ monthly report due. 
June 8 
On or before June 8 delinquent list for property 
taxes is published. 
June 10 
Alcoholic beverages (manufacturers and import- 
ers) monthly report and tax due. 
Cattle transporters’ monthly reports due. 
Horse, mule or burro transporters’ monthly reports 





application for renewal of 








due. 
Kelp monthly report due. 
Kelp privilege tax due. 
Petroleum and natural gas companies’ monthly re- 
ports due. 
Third Monday Before the First Monday of July. 
Board of Review for petroleum and natural gas 
severance taxes convenes. 
June 15 
Gasoline distributors’ returns due. 


21-28 Days After Publication of Delinquent List, 














Which Must Be Published On or efore 
June 8 
Tax sales for property taxes begin. 
June 30 
Agricultural, mineral and commercial fertilizer 
license fee due. 


Imitation dairy products monthly report due. 
Slaughter house monthly report due. 
Structural pest control operators’ license fee due. 
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SUN MON TUE. WED THU. FRI. SAT. 


23 45 6 
10 11 12 13 
17 18 19 20 
24 25 26 27 


COLORADO 


June 
Employment agencies must file a report with the 

deputy state labor commissioner monthly. 

June 1 
Intercounty corporations who wilfully fail or re- 

fuse to file the required property tax returns 
beyond this date will incur a penalty. 

June 10 
Class A private carriers must file a report and 

pey tax for preceding month, on or before this 
ate. 

Motor vehicle carriers must file a report and pay 
the tax for the preceding month, on or before 
this date. 

June 15 
Coal mine owners’ reports due on this date. 
Retail sales tax return and tax due. 

June 20—— 

Class A private carriers notified of tax due, on or 
before this date. 

Motor vehicle carriers notified of tax due, on or 
before this date. 

June 25 
Coal mine owners’ royalty tax due on or before 

this date. 

Gasoline distributors’ statement to state oil in- 
spector due on or before this date. 

Gasoline tax due on or before this date. 

Report of motor fuel deliveries made during the 
preceding month required of all common carriers 
on or before this date. 




















June 30 
Fruit shippers’ licenses expire on this date each 
year. 
CONNECTICUT 
June 1 





Assessment date and lien date in Greenwich and 
New Haven. 

Gasoline station license fees due. 

Gasoline tax due from distributors. 


Shell-fish ground and franchise assessment date. 
June 10 


Cigarette distributors’ monthly (inventory) reports 
due. 
Theatre reports due. 
June 14——_ — 
New Britain: Last day to pay first installment 
of property tax. 
June 15- F 
Gasoline distributors’ reports due. 
Railroad and street railway tax, first installment, 
due. 
June 25—— 
Application to Board of Equalization for hearing 


on electric, gas, power and water corporation 
assessments due. 











DELAWARE 
June 1 
Annual statement of express companies, telegraph 
companies, and telephone companies due. 
Branch stores license fee and application due and 
payable without penalty to June 30. 
General occupational licenses expire. 
Kent County property taxes payable. 
Last day for completion of school tax assessment 
in Wilmington. 
License to sell deadly weapons expires. 





May 


Manufac 
and Pp 
Merchatr 
payab 
Monthly 
Optome 
Peddler: 
Peddle r 
Count 
First Mor 
Gross fT 
panie 
June 15— 
Gasolin 
Last da 
June 30— 
Alcohol 
Branch 
Filling 
Gasolin 
Gasolin 
Junk d 
Last di 
out 1 
Licens 
erag 
Manut: 
Merch: 


June—F* 
Last | 
Equ 
June 10- 
Alcoh 
June 30- 
Mont! 


June 10 
Gasol: 
Lime 

June 15 
Chain 

tax 
Gasol 

June 3( 

Auto 
due 
Fres! 


June 5 
Repo 
shi 
June 1 
Seco 
ba 
June 2 
Gas 
June 3 
Cart 
Mot 





h the 


ir re- 
turns 


and 
- this 


| pay 


etore 


on or 


im or 


efore 


1 in- 


r the 
‘riers 


each 
and 


te. 


ports 
ment 


1ent, 


ring 
ation 


raph 


and 


nent 


¥ 


May, 1936 


Manufacturers’ license fees and applications due 
and payable without penalty to June 30. 
Merchants’ license fees and applications due and 
payable without penalty to June 30. 
Monthly alcoholic beverage report due. 
Optometrist’s license expires. 
Peddlers’ license expires. _ 
Peddlers’ and_hucksters’ licenses for New Castle 
County expire. 
First Monday : 
Gross receipts tax on steam, gas and electric com- 
panies due. 
une 15- . ’ 
Gasoline filling station report due. 
Last day to file alcoholic beverage report. 
June 30—. ; ; 
Alcoholic beverage licenses expire. 
Branch store license fee delinquent. 
Filling station dealers’ licenses expire on this date. 
Gasoline distributors’ licenses expire on this date. 
Gasoline tax report and tax due. 
Junk dealers’ licenses expire. 
Last day upon which to pay franchise taxes with- 
out interest. 
Licenses for manufacture of non-alcoholic bev- 
erages expire. 
Manufacturers’ license fee delinquent. 
Merchants’ license fee delinquent. 








DISTRICT OF COLUMBIA 





June—First Monday ; 
Last day to file complaints with the Board of 
Equalization and Review. 
June 10 
Alcoholic beverage statements due. 
June 30—— 
Monthly gasoline tax report and tax due. 





FLORIDA 
June 10—— : 
Gasoline inspection fees and report due. 
Lime kiln reports and fees due. 





June 15 : 
Chain store monthly reports and gross receipts 
taxes due. 


Gasoline sales and storage reports and taxes due. 
June 30 : , 
Auto transportation company mileage tax reports 
due. 
Fresh water fish dealers’ reports due. 








June 5 GEORGIA 
une 


Reports of dealers and distributors of oysters and 
shrimp due. 
June 15 
Second installment of income tax on calendar year 
basis due. 
June 20 
Gasoline reports and taxes due. 
June 30 
Carbonic acid gas report and tax due. 
Motor carriers’ monthly report due. 











IDAHO 
June 10 

Beer excise tax report due. 

Monthly report of dealers in dairy product sub- 
stitutes due. 

June 15 

Electric light and power companies’ report and 
kilowatt tax due. 

Gasoline dealers’ reports and tax due. 

Report and license tax of electric generating com- 
panies due. 

Retail sales tax and return due. 

Fourth Monday 

All persons claiming exemptions for mechanics’ 
tools, farm machinery, household goods, etc. 
from property taxation are required, on or before 
this date each year, or on the day of assessment 
(2d Monday of January), to file with the county 
assessor sworn claims for such exemptions. 

County assessor must assess all real property be- 
tween the 2nd Monday in January and the 
4th Monday in June. 

Orphans, soldiers, sailors, etc. claiming exemp- 
tions from property taxation are required to 
appear each year before the County Board of 
Equalization between this date and the 4th Mon- 
day of July, and each person claiming such 
exemption must under oath give full and com- 
plete information of his financial status to such 
Board and shall make true answers to all ques- 
tions propounded touching his right to exemp- 
tion. 

Second half of all taxes extended on real prop- 
erty assessment roll must be paid to county 

__treasurer prior to this date. 

The Board of County Commissioners of each 
county in Idaho is required to meet as a Board 
of Equalization on this date each year for the 
purpose of equalizing the assessment of property 
on the real property roll, and to hear complaints 
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in regard to the assessment of such property, 
and allow or disallow exemptions claimed. 
June 30 
At the time of filing a certified copy of the articles 
of incorporation of any corporation, when filed 
on or between the Ist day of April and the 
30th day of June, a sum equal to one-fourth of 
the annual license tax shall be paid. 








Gasoline dealers’ license expires on this date 
annually. 
ILLINOIS 
June 1 
Commission merchants’ applications for license 
and annual fee due. 


First installment of real property taxes remaining 
unpaid upon this date bear interest, except in 
Cook County, the delinquent dates for which 
are tabulated at the end of this calendar. 

First Monday 
St. Clair County Board of Assessors meets for 

purpose of revising real property assessment. 

June 5 
Cold storage warehouse monthly report of food 

held in storage due. 

Third Monday 
Boards of review outside of Cook County meet. 
St. Clair County Board of Assessors meets for 

purpose of revising personal property assessment. 

June 15 
Alcoholic beverages tax return of manufacturers 

and importing distributors due between lst and 
15th of each month. 

Petroleum products inspection fees for April due. 

— occupation (sales) tax reports and taxes 

ue. 

June 20 
Last day for distributors of motor vehicle fuel to 

make monthly return and to pay tax. 

Last day for non-distributors to file monthly motor 
vehicle fuel reports and to pay tax. 

Last day for registered brokers to make return of 
sales of motor fuel. 

June 25 
Last day to file objections to assessment of fran- 

chise tax. 

June 30 
— animal breeders’ annual license fee 

ue. 

Game breeders’ annual license fee due. 

Last day for carriers to file monthly report of 
motor fuel deliveries. 

Taxidermists’ licenses expire on this date. 























INDIANA 
June 1 
Employment agency reports due. 
Nursery stock inspection certificate expires. 
Semi-monthly payment of excise taxes on malt 
products and alcoholic beverages due. 
First Monday 
County Boards of Review meet. 
June 10 
Petroleum oils inspection fees due. 
June 15 
Bank and trust company reports due. 
Common carriers’ gasoline reports due. 
Imitation condensed milk tax due. 
Semi-monthly payment of excise taxes on malt 
products and alcoholic beverages due. 
June 20—— 
Bank and trust company taxes, and building and 
loan association reports and taxes due. 
June 25 
Gasoline dealers’ reports and tax due. 
Ten y . Before First Tuesday After First Monday 
of July. 
Applications for revision of assessments of public 
utilities required 10 days before second meeting 
on first Tuesday after first Monday of July. 
June 30 
Livestock buyers’ licenses expire. 























IOWA 


June—First Monday 
Freight line and equipment companies file prop- 
erty tax report with State Board of Assessment 
and Review annually on or before this date. 
Freight line and equipment and car companies file 
annual financial report with Board of Railroad 
Commissioners on or before this date. 
June 30 
Employment Offices: License expires annually on 
this date. 








KANSAS 
June 1 
City amusement licenses expire. 
Commission merchants’ (farm produce) applica- 
tions due. 
Nursery stock inspection certificates expire. 
First Monday 








Tax Commission meets to assess gross receipts of 


express companies. 


First Week 














June 10 
June 15 


June 19 
June 20 


June 25 
June 29 


June 1 


June 5 
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Public warehouses required to publish schedules of 
rates. 





Oil inspection reports due. 





Local express company agents required to report 
if company fails to do so. 

Motor carrier reports and fees due and lien at- 
taches. 





Car company property tax returns delinquent. 





Authority of Tax Commission to correct clerical 
errors expires. ; 
Second installment of property taxes delinquent. 





Gasoline reports and taxes due. 





Corporations subject to forfeiture of charter or 
revocation of authority 90 days after time for 
filing franchise tax reports and paying fees. 


June 30—— 


All second class city licenses except for shows, 
theatres, and other exhibitions expire on this 
date or December 31. 

Bonded warehousemen’s licenses expire. 

Mussel licenses expire. 


KENTUCKY 





First half of ad valorem taxes in cities of second 
class due. ; 
Taxes due in cities of third class. 





Employment agency reports due. 
June 10 - 
Breweries and manufacturers of beer and wine file 
monthly report and pay barrel tax on this date. 
Monthly alcoholic beverage report of hotels, res- 
taurants and clubs due. 
Monthly excise tax report of blenders and recti- 
fiers of distilled spirits and excess tax due. 
Refinery monthly report due. 
June 15 
Motor carrier operators’ reports due. 
Motor carrier mileage tax due. 
June 20—— 
Crude petroleum transporters’ monthly report due. 
Oil production tax due. 
June 30 
Alcoholic control permits expire. 
Beer and wine license expires. 
Gasoline reports (except refinery 
taxes due. 
Slaughter house reports due on this date or within 
20 days thereafter. 











reports) and 


LOUISIANA 

June 1 
First installment of New Orleans real property 

taxes due during June. 

June 5 
Wholesale fish dealer’s report due. 

June 10 
Ice boat returns due. 

Imported Products: Reports of imported alcoholic 
beverages, imported gasoline and imported kero- 
sene due; tax on imported kerosene due. 

Oyster severance tax report due. 

Parish gasoline tax reports and tax due. 

Shrimp severance tax report and tax due; returns 
from shrimp freighters due. 

June 15 
Carriers’ reports of gasoline and alcoholic bev- 

erages transported due. 

Income tax returns and tax for calendar year of 
foreign corporations without office or place of 
business in Louisiana due. 

June 20 
Alcoholic beverage tax reports and taxes due. 
Gasoline tax report and tax due. 

Kerosene tax report and taxes due. 

June 30 
Auctioneers’ semi-annual reports and tax payments 

due except in Orleans Parish. 

Auctioneers’ reports in city of New Orleans due. 

Oyster severance tax due. 

Severance tax on brine report and tax due. 




















MAINE 

June 1 
Clam dealers’ licenses renewable annually. 
Franchise tax report due on or before this date. 
Gasoline tax due. 

Parlor car company tax is assessed on or before 
this date. . 
Small loan agency monthly reports due. 

June 10 
Inspection fees for packing of food due. 
Sardine packing inspection fees due. 

June 15 
Gasoline tax sales report due. 

One-third of tax on railroad and street railway 
companies: payable. 
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‘Taxes of express companies, telephone and tele 






due on or before this date. 
June 30 
Chain store licenses expire. 
Lobster industry licenses renewable. 
Malt beverage licenses expire. 
Wholesale beverage licenses expire. 














MARYLAND 






June 3 








by this date incurs added penalty. 
June 5 







sales on or through Baltimore market. 
















Last day to file cold storage warehouse monthly 
report. 
June 10 - 

Last day to make monthly admissions tax pay- 
ment. 






Last day to make monthly return and pay manu- 
facturers’ tax on distilled spirits. 
Last day to file monthly statement or declaration 
of insurance brokers, agents, or solicitors. 
June 15 
Milk control fees due. 
lemporary additional franchise tax due if bill 
therefor was mailed on or before May 15; other- 
wise within 30 days after mailing of bill. 
June 30 
Last day to make monthly cosmetics tax payment. 
Last day to make monthly return and pay emer- 
gency beer tax. 
ast day for dealers to file report and pay tax on 
gdsoline sold or used during next preceding 
calendar month. 
Licenses of insurance agents, brokers, or solicitors 
































expire. 
MASSACHUSETTS 
June 1— 
Milk dealers’ license fees due. 
June 10 ~ y 
Alcoholic beverage excise tax return and tax due. 
June 15—— 






Cold storage warehouse reports due. 
Motor fuel distributors’ returns and tax due. 









MICHIGAN 






June 1 
First half of specific taxes on public utilities due. 
Severance tax and reports due. 
First Monday 
Last day to file list of property with assessor. 
Tuesday after lst Monday—— 
First meeting of township boards of review. 
June 5—— 
Gasoline: Common carriers’ statements due. 
Second Monday—— 
Second meeting of township boards of review. 
























June 10—— ae 
Common and contract carriers’ monthly reports 
due. 
Fur Dealers: Last day to make monthly report. 





Third Monday - y 
Village taxes delinquent 30-50 days after this date 


unless the council shall have fixed the first Mon- 
day in May. 

















June 15—— 
Monthly sales tax and return due. 
June 20— 
Gasoline: Wholesale distributors’ statements and 
tax due. 





Severance tax and reports delinquent. 
Fourth Monday—— 
County boards of supervisors equalize rolls. 
June 30—— 
All oleomargarine licenses expire. 
Sales tax license expires where taxpayer has not 
permission to report on own fiscal year. 














MINNESOTA 





June 1 ; 
Iron severance royalty tax delinquent. 


last day for appeal to district court on assessed 
valuations. 


One-half of real estate taxes become delinquent. 















Quarterly installment of property taxes due 
(optional). 
June 5 
Cold storage warehouse reports due. 
June 10 
Liquor reports of wholesalers, brewers and dis- 





tillers due. 






June 15 
Gasoline tax and fees due. 
Interstate carriers’ truck mile tax and reports due. 
lron severance occupation tax delinquent. 
Oil inspection fees due. 






















Fourth Monday 
Board of review meets on this date. 
June 20—— 






Common carriers’ liquor reports due. 





graph companies and parlor car companies are 


Failure to file reports due on or before March 15 


| 
Last day to file monthly account of leaf tobacco 


Live stock commission merchants’ statements due. | 
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June 30 





expire on this date. e 
Oleomargarine licenses expire. 


_due. 
The assessor concludes 
duties on this date. 


MISSISSIPPI 
June 1—— 

Admission (amusement) tax and report is due be- 
tween the Ist and 10th of each month. 

Electric light and power, express, pipe line, rail- 
road, sleeping car, telegraph and _ telephone 
companies file application for license on this 
date. 

Information reports of railroad corporations be- 
come delinquent on and after this date. 

On or before this date the collector is required to 
mail to each privilege taxpayer holding an an- 
nual license and whose license will expire in 
July a notice thereof and a renewal blank. 

Oyster packers and canners file sworn statement 
on this date as to the number of barrels of 
oysters purchased and caught during the preced- 
ing month. 

Oyster, sea food, etc., monthly inspection tax is 
due on this date. 

The State Tax Commission is on this date re- 
quired, if practicable, and if impracticable, as 
soon thereafter as it can be done, to make out 
an assessment against each public utility subject 
to taxation. 

First Monday 

The State Railroad Assessors shall if practicable, 
on or before this date make out for each county 
an assessment roll of public utility property. 

June 5 

Wholesale oyster and sea food dealers file monthly 
report on this date. 

June 10 

Admission (amusement) tax and report is due be- 
tween the Ist and 10th of each month. 

Every dealer in motor vehicles shall file a monthly 
report with the tax collector on this date. 

Motor vehicle monthly mileage tax reports are due 
on or before this date. 

June 15 

Common carriers must file monthly report, on this 
date, of gasoline and oil delivered by them. 

Distributors and wholesale dealers of gasoline file 
ny report and pay monthly tax on this 
date. 


Monthly gross sales tax and report due on this 
date. 


Retail dealers in gasoline file monthly report on 
this date. 

Second quarterly installment of the income tax is 
due on this date where the return is made on 
the basis of a calendar year. 

June 30 

Embalmer’s license expires on this date. 

The license year for factory registration and in- 
spection begins on this date. 

















MISSOURI 





June 1 

Annual franchise tax delinquent. 

Assessment date for property taxes (first Monday 
of March to first Monday of June for merchants 
and manufacturers). 

Assessors begin to call upon taxpayers to list 
property. 

Calendar year corporations and individuals pay 
income taxes on or before this date. 

Kansas City taxes due. 

Lien date for real estate taxes. 

Property taxes in Jackson County due. 

First Monday. 

Merchants commencing business between the first 
Monday of June and November 1 required to 
file bond for statement tax. 

Merchants’ and manufacturers’ ad valorem license 

tax returns due. 

| June 2 

All taxes assessed on account of incomes become 
delinquent on this date, where assessments are 
required to be made and certified to by the 
assessor prior to April 30, and subsequent to 

March 15 (taxes of calendar year corporations 

and individuals). 

| June 15 

Gasoline: Statements of distributors and dealers 
due. 

Third Tuesday 

St. Louis merchants’ and manufacturers’ boards 
of equalization meet to equalize statements. 

Sales tax monthly return due. 








} 


| 
} 
| 











Dairy product dealers’ and manufacturers’ licenses 


Railroad reports of physical property valuation 


the performance of his 
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Last day for 1 per cent discount on first class ci, 
property taxes. , 









































Soft drink report due. une 1 

Tax on manufacturers, wholesalers and deale; Annu? 
due. . Gasol 

Select: 
MONTANA — 
June 1 0 

Annual statement of financial condition of foreig “3 tt 
corporations must be filed in offices of coun) —_ 
clerk of county where principal office of coun; south 
is located and with Secretary of State on ¢; . ft 
before this date. Mont! 

Calendar year corporations are notified of th ets 
amounts of corporation license (income) taxe. Mont! 
for which they are respectively liable, on ¢; of 
before this date annually (or in case of fiscg er 
year corporations 15 days before due date), “i sh 

Metalliferous mines license tax bills shall, no Mont 
later than this date, be mailed to each perso sae 
making and filing a statement. 

Taxidermists’ reports are due. 

First Monday 1. 

Freight line company gross earnings are deter. - 
mined by State Board of Equalization on ¢; aa 
before this date. an 4 

June 10 as 

Creameries, butter, cheese, or ice cream factorie Baits 
reports are due. Te 

Milk or cream buying stations, reports due. June 5 

June 15—— “Cold 

Alcoholic Beverages: Brewers’ and wholesaler June 1 
monthly reports and excise tax due. = a 

Corporations paying the corporation licens a 
(income) tax on a calendar year basis pay such Ope 
tax on or before this date annually to State MS 
Board of Equalization; penalties accrue here gt 
after. June : 

Dealers’ monthly gasoline tax and report due to Mar 
— Board of Equalization on or before thi: 

ate. 

Railroads and common carriers file monthly report Third 
on or before this date with State Treasurer and Stat 
State Board of Equalization of gasoline deliv. ae 
ered in state. ¢: 

June 20 n 

Oil producers’ additional license tax report and June 

tax due. Dis 
Third Monday r 

Freight line companies may at any time before n 
this date file with State Board of Equalization Tre 
a protest against determination or assessment. 2 

June 30 r 

Drug and medicine vendors’ licenses expire o1 7 
this date. 

First installment of oil producers’ license tax due 

Warehousemen, grain dealers, track buyers and 
brokers file a report with the Commissioner of June 
Agriculture annually on this date. Special re Pr 
ports may also be required at such times a Th 
the Commissioner requires. , 

NEBRASKA -— 

June 1—— ; 
Manufacturers and distributors of alcoholic liquor June 
} at wholesale must make a return with the G 
Liquor Control Commission between the first ? 

and fifteenth of each month showing amount ol June 
alcoholic liquor manufactured and sold during M 

the preceding month. Pp 

Persons moving after April 1st and before June Ist Jun 
are required to list their property. : 

First Monday 

Municipal taxes are certified to the county clerk 
by the taxing authorities. 

June 5 Jun 

Reports of public grain warehouses due. ‘ 

June 10—— 5 
Employment agencies’ reports due. } 
Railroad monthly reports of passes due. 

First Tuesday after Second Monday 
County board convenes as a board of equalization 

June 15 Jur 

Gasoline dealers’ reports and taxes due. i 

Reports and taxes of retail imitation butter dealer 
ue. 

First Tuesday after Third Monday 

City Council of Lincoln convenes as board oi Ju 
equalization. ( 

Gasoline carriers’ reports due. Ju 

June 30—— ' 

Beverage manufacturing or bottling registration 
certificates expire. Tr 

Registration certificates of dairies expire. 

Registration permits of hotels, restaurants, etc., 
expire. Ju 

NEVADA 

June 1— 

Annual report to inspector of mines due. Ju 


Cosmetological licenses due during June. 

Petroleum products report and fees due. 
First Monday 

Third installment of property tax due. 
June 25—— 








June 25 
Gasoline: Tax due; distributors’ and dealers’ re- 
ports of gasoline received due; statements by 
gasoline transporters due. 
| June 30 





Ice cream manufacturers’ licenses expire. 
Last day for discount on Kansas City taxes. 





Gasoilne (motor vehicle fuel) dealers’ and users’ 
reports and taxes due. 
June 30—— 


Contractors’ licenses expire. 
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NEW HAMPSHIRE 


June 1 : : 

Annual license expires. 

Gasoline distributor’s monthly tax due. 

Selectmen of each town shall transmit to the 
State Treasurer, annual statement of shares of 
stock of railroads. 

— : ; 

Monthly report of agents of unlicensed fire insur- 
ance companies due. 

Monthly report of manufacturers and wholesalers 
of beverages due. 

Monthly report of foreign manufacturers 
wholesalers of beverages due. 

Monthly beverage report and fee of on-sale and 
off-sale permittees due. 

June 15 Y 

Alcoholic beverage licenses expire. 

Monthly report of gasoline distributors due. 


and 





NEW JERSEY 
June 1 - 

Cattle dealers and brokers must pay license fee 
on or before this date. 

On or before this date distributors pay gasoline 
tax. 

Railroad and canal property taxes payable between 
June 1 and December 1. 

June 5 
Cold storage warehouses file report. 
June 10-——- 

Operators of interstate busses file monthly state- 
ment on or before this date. 

Operators of motor busses, within the limits of a 
“municipality” file a statement and pay the 
gross receipts tax on or before this date. 

June 15 

Manufacturers, distributors, transporters, storers, 
warehousemen and importers of alcoholic bev- 
erages reports due. 

Third Monday 

State Board of Tax Appeals meets to conduct hear- 
ings for review of assessments of railroad and 
canal property. Complaint due (copy to Attor- 
ney General 5 days prior to filing). 

June 30——— 

Distributors of motor vehicle fuel file monthly 
reports on or before this (last business day of 
month) date. 

Transporters of gasoline must, within 60 days 
after the close of each month, furnish a state- 
ment, to the State Tax Commissioner, of all 
deliveries to points in New Jersey. 








NEW MEXICO 
June 1-—— 
Private car property tax returns due. 
The tax assessor must return the assessment roll 
> the State Tax Commission on or before this 
ate. 
First Monday 
State Tax Commission hears appeals from actions 
of County Boards of Equalization. 
June 15 
Gross 
due. 
June 20—— 
Motor carrier reports and taxes due. 
Pipe line license fees due. 
June 25 
Gasoline distributors’, retail dealers’ taxes and re- 
ports due; taxes and reports on gasoline pur- 
chased from unlicensed distributors and dealers 
due; carriers’ reports due. 








income (occupational) taxes and _ reports 








June 30——— 
All gross income (occupational) licenses expire on 
_this date. 
Express company report due between this date and 
Sept. 
NEW YORK 
June 1 
~~ cae in Suffolk County are made as of this 
ate. 


Lien date of village taxes except in villages hold- 
ing annual meeting in June. 
June 5 
Cold storage warehouse monthly reports due. 
ine 15 
Demand for notice of assessment of yoesey due. 
New York City gross receipts tax and returns due. 
Third Tuesday—— 
Assessors meet to hear complaints in Nassau and 
Westchester Counties. 
June 25 
Last day to file final monthly report and pay tax 
under the New York City public utility excise 
tax. 
June 30 
Last day to apply for writ of certiorari to review 
New York City assessments. 
Last day to pay village property taxes. 
Public service or transit commission to furnish 
blank forms for annual reports on or before this 


date to common carriers, railroads and street 
railroads. 











State tax commission certifies list of inactive cor- 
portations to Department of State for dissolution. | 








June 1 


June 10—— 


June 15 


Third Monday 


June 2 


June 30 






June 1 


STATE TAX CALENDAR 


NORTH CAROLINA 


Annual reports and/or license taxes are required 
of the following kinds of business: 
business; amusement parks; attorneys and 
other professions; automobile service stations; 
automobile supply dealers; bagatelle tables, 
merry-go-rounds, etc.; banks—industrial; barber 
shops; bicycle dealers; billiard tables, etc.; 
carnivals, etc.; circuses, etc.; coal dealers— 
wholesale; coal dealers—retail; collection agen- 
cies; contractors, etc.; cotton buyers and 
sellers; cotton compresses; detectives; employ- 
ment agents; fireworks, etc.; horses—dealers ; 
hotels and boarding houses; ice cream manu- 
facturers; installment paper dealers; laundries ; 
lightning rod dealers, etc.; loans—agents and 
brokers; marble yards; mercantile agencies; 
motion pictures; motorcycle dealers; motor 
vehicle dealers; musical instruments—dealers ; 
newsdealers on trains; newspaper contests; 
office and home equipment—sale of; oils and 
oil products; packing houses; patents—sale of; 
pawnbrokers; peddlers; pistol dealers; plumbers, 
etc.; pressing clubs, etc.; real estate—sales, 
etc.; restaurants; securities dealers; sewing 
machines—dealers; shoe-shine parlors; slot ma- 
chines; soda fountains; soft drinks; theatres, 
etc.; tobacco; trading stamps; undertakers, etc. 

Chain store tax is due on or before this date or 
at the date of engaging in business. 

Chain store tax becomes delinquent after this date. 

— store state license required on or before this 

ate. 

First day to file property tax return of railroad 
rolling stock. 

First day to file property tax returns of express 
companies, sleeping car companies, street rail- 
way, waterworks, electric light and power, gas, 
ferry, bridge and other public utility companies. 












Alcoholic beverage excise tax is due on or before 
the 10th day of each month. 
Ice cream manufacturers’ reports due. 





Gross sales return and tax due on or before this 
date where sales are reported on a monthly 
basis. 





Board of Equalization meets. 


Gasoline tax and report due. 





Bottling plants (soft drinks) inspection fees due. 

Last day to file property tax returns of railroad, 
express, sleeping car, refrigerator and freight 
car, street railway, waterworks, electric light 
and power, gas, ferry, bridge, telephone and 
telegraph companies. 

— under the gross sales tax expire on this 
ate. 

The license of a merchant subject to the gross 
sales tax expires on this date. 


NORTH DAKOTA 





Assessment lists due on demand of assessor during 
April and May. 
Oil inspection reports and fees due. 
Property destroyed between April 1 and June 1 
may be stricken from assessment rolls. 
Tractor fuel oil report and fee due. 
Second Monday. 
Local boards of equalization meet. 
Second Tuesday 
City boards of equalization meet. 








June 10—— 


Grain warehouse reports delinquent. 
Oil inspection fees delinquent. 
Tractor fuel oil fees delinquent. 
June 15 
Gasoline reports and taxes due. 





Interstate motor carriers mileage report and taxes 


ue. 
Second installment of income tax on calendar year 





basis due. 
June 20 
Surety liable on oil dealers’ bonds. 
June 30. 





Cream station and dairy monthly reports due. 

Coal mine licenses expire. 

Dairy products dealers’ semi-annual reports due. 

Gasoline dealers’ licenses expire in odd numbered 
years. 

Grain warehouse reports due. 

Grain and seed (grades, weights and measures) 
licenses expire. 

Oleomargarine license expires biennially. 

Weights and measures (tests and inspection) 
licenses expire. 

Wholesale potato dealers’ licenses expire. 


OHIO 

June 1 

All class K alcoholic beverage permits expire. 

First Monday ; 

Tax commission certifies value of taxable portion 
of capital stock to auditor of state. 








June 5 


advertising | Second Monday 


June 10 


June 20 


June 30 
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Last day for employment agencies to file monthly 
report. 





Tax commission assesses property tax on cooling, 
electric light, gas, heating, messenger, natural 
gas, pipe line, railroad, signal, street, suburban 
and interurban railroads, union depot, water 
transportation and waterworks corporations. 

County auditor to lay before Board of Revision all 
real property returns in his hands. 





Admissions tax reports and payments due. 

Alcoholic beverage tax reports due. 

Last day for payment of seventh installment of 
real property and public utility real and tan- 
gible personal property taxes if paid in ten 
installments. 


June 15—— 


Auditor of State certifies franchise tax to treasurer. 

License fee due from railroads, express companies 
and steamships transmitting money. 

Monthly report of unregistered dealers in motor 
vehicle fuel due. 





Last day for payment of second half of real prop- 
erty and vehi utility real and tangible personal 
property taxes, if paid in 
unless time has been extended. 

Last day without penalty for dealer to report sales 
or taxable use of motor vehicle fuel during pre- 
ceding calendar month. 

Private motor carriers’ monthly report and emer- 
gency tax due. 


two installments, 





End of year for which taxable gross earnings or 
receipts are assessable for railroad, including 
street, suburban, and interurban railroad, tele- 
graph, telephone and express corporations. 

Gasoline tax for preceding calendar month due. 

Last day on which corporations commencing busi- 
ness after March 31, become liable for property 
tax for the year. 

Last day to file monthly fishing report. 

Tax commission certifies to secretary of state for 
cancellation of certificate, a list of corporations 
which, without lawful extension of time have 
failed for 90 days after the time prescribed, to 
file proper returns. 

Transportation companies including pipe lines re- 
port all deliveries of motor vehicle fuel in Ohio 
during preceding calendar month. 

Upon request of tax commission, attorney general 
is required to institute quo warranto proceedings 
against corporations failing to file proper re- 
turns. Where time for filing returns has been 
extended, application for quo warranto to be 
made after 90 days following close of extended 
time. 


OKLAHOMA 





June 1 
Excise tax on petroleum report and tax due. 

Gross production tax and report on oil and gas 
due. 
First Monday 

County boards of equalization meet. 

June 5 
Reports from mines (other than coal) due. 

June 10 
Report of manufacturers of non-intoxicating alco- 

holic beverages due. 
Report and tax of wholesalers of non-intoxicating 
alcoholic beverages due. 

June 15 
Gas pipe line reports of daily meter readings due. 
Gasoline tax and reports due. 

Mileage report and tax of motor vehicle carriers 
due. 

June 20—— 

Monthly sales tax and report due. 
Reports from coal mines due. 

June 30 
First day to file corporate franchise tax report. 
Fur dealers’ reports due. 

















OREGON 
June 1—— 

Bedding manufacturers or repairers pay license fee 
on this date each year. 

Special motor carriers’ monthly fee due. 

June 10 

Oil well license tax and report due on or before 
this date to county treasurer. 

June 15 

Fish poundage fee and report and meat dealers’ 
report due on or before this date. 

Gasoline tax and report due to Secretary of State 
on or before this date. 

Grain warehousemen file a statement with the 
county clerk of the county within which such 
business is conducted on this date each year. 

Second quarterly installment of property taxes 
due. 

June 20 

Alcoholic beverage excise tax and report due. 

Motor carriers’ tax due on or before this date. 
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June 30—— Township, town and city equalizing boards meet 
Collection agency licenses expire. to equalize and correct rolls and hear com- 
Motor vehicle operators’ licenses expire on this plaints. 

date in the odd numbered year. June 30 
Public or terminal warehousemen report on this Alcoholic beverage licenses expire on this date 
date each year to the public utilities commis- annually. 
sioner. Chain store report and tax due within 30 days 
after this date. 
PENNSYLVANIA Commercial fertilizer license fees due. 

June 1—— Fur-bearing animal licensees’ reports and fees due. 

County tax duplicates are issued to the tax col- 


lector on or before this date. 
Dance hall licenses expire. 
First half of license tax 
Pittsburgh due. 
Licenses for fur farms expire. 
Loan brokers’ licenses expire. 
The borough tax duplicates are issued to the col- 
lector of taxes of the borough on this date. 


on street railways in 


; | 
Township (1st class) tax duplicates are issued to} 


the collector authorizing him to co'lect same. 
June 10— 
Amusement 
due. 
Second Monday 
Liquor importers’ reports to Department of Reve- 
nue due. 
Malt beverage tax reports to Department of Reve- 
nue due. 
Sale of unseated land begins. 
June 15—— 
Annual report of fur farms due. 
Liquor manufacturers’ report and 
partment of Revenue due. 
June 21 
Seine fishing licenses expire. 
June 30 
Monthly reports and tax payments of distributors 


and carriers of liquid fuels (for preceding 
month) due. 


tax monthly reports and payments 


taxes to De- 








RHODE ISLAND 
June 1—— 


Milk gathering 
license. 
June 10 
Gasoline distributors’ monthly tax due. 
June 15 
Assessment date for general property tax. 
Corporate excess tax assessed by Board. 
Gasoline distributor’s monthly report due. 
SOUTH CAROLINA 
June 1-10——— 
Admissions to amusements return and stamp tax 
due between these dates. 
Power tax and report of public utilities due be- 
tween these dates. 
June 4—— 
Fisheries’ monthly stamp report due not later than 
this date. 
June 5—— 
Fishing license tax report is due within 5 days 
of the end of each calendar month. 


stations required to 


apply for 








Lard substitutes dealers’ license fees due. 
Personal property 
and June. 


tax returns due during May 


Severance tax and report due within 30 days after 
this date. 
Stock foods registration and inspection fees pay- 
able. 
TENNESSEE 
June 1—— 


First installment of the franchise tax is due. 
Last day for public utilities to pay minimum or 
maximum inspection and supervision fees. 
First Monday—— 
County board of equalizers meets and 
regular session on this date each year. 
June 30—— 
Oils and volatile substances quarterly report shall 
be furnished as of the last day of June. 
Pharmacists’ renewal fees shall be paid annually 
on or before this date. 


sits in 





Return of building and loan associations must 
show amount of capital of such association ac- 
tually paid in, as shown by the books at the 
close of business on the 30th day of June 
preceding. 

TEXAS 
June 1 





Cigarette Tax: 
shipments due. 
Report of emigrant agents due. 

June 15 
Cigarette Tax: Wholesale dealers’ reports of drop 

shipments due. 

June 20—— 

Gasoline taxes and reports due. 

June 25 
Monthly report and tax of cement distributors due. 
Oil production reports and taxes due. 

June 30 
Oil carriers’ reports due. 

Oil Production: Report of oil withdrawn 
storage due. 


Second installment of general property taxes de- 
linquent. 


First. Monday 
Railroad reports to County Board of Equalization 
in county in which its principal office is located. 


Wholesale dealers’ report of drop 











from 





UTAH 
June 5—— 





Oyster or clam shuckers’ stamp report must be 


mailed on or before the 5th day of each suc- 
ceeding month. 
Sturgeon, caviar or shad dealers file a report 


within 5 days of the end of each month. 
Tobacco warehousemen required to file statement 
on or before the Sth day of each month. 
June 10—— 
Timber carts license fee in Colleton County due 
on or before this date. 
Tramways license tax in Colleton County is due 
on or before this date. 
June 20 
Gasoline tax and report of dealers, distributors, 


importers, and storers due on or before this date. 
June 30—— 


Phosphates royalty must be paid at the end of 
every quarter, or three months, the first quarter 
to commence to run on January Ist each year. 





SOUTH DAKOTA 
June 1—— 

Express company reports due. 

Property tax returns of light, power, heating, 
water and gas companies, private car lines and 
railroad companies over whose lines such cars 
are operated, railroad companics, sleeping car 
companies, telegraph companies and telephone 
companies due. 

Warehouse reports due. 

Second Tuesday: 

Assessment rolls of city assessors open to public 
inspection until fourth Monday of June. 

June 10 

Employment agency reports due. 

June 15 

Inspector of petroleum products may require re- 
port. 

June 20 

Express company agents’ reports due in case of 
default of companies. 

Gasoline reports and taxes due. 

Fourth Monday 

Assessment rolls open to public inspection until 
following Saturday. 

















Monthly report of cold storage warehouses due. 
June 10 
Monthly report of dealers and manufacturers of 
alcoholic beverages due. 
Carriers’ reports of motor fuel deliveries due. 
June 15 
Gross ton-mile return and fees due on commercial 
motor vehicles. 
Monthly gasoline tax and report due. 
Sales tax and return due. 
Second installment of income (franchise) tax due. 
June 20—— 
Last day of 
Equalization. 
June 30 
Alcoholic beverage licenses expire. 
Cigarette licenses expire. 
License of dealers in oleomargarine expires. 








the session of County Board of 





VERMONT 
June 1—— 

Camp, Roadside Eating and Lodging Places: 
Application for license must be made on or be- 
fore this date each year. 

Term of appraisers expires. 

June 15 

— fees of real estate brokers and salesmen 

ue. 


Licenses of real estate brokers expire. 





VIRGINIA 





June 1 


Penalty of 5 per cent additional tax plus 1 per cent 
for each month the income tax is not paid after 
notice is given. 

Returns of tangible personal property, machinery, 
tools and merchant’s capital due on or before 
this date. 

Returns of intangible personal property due on 
or before this date. 

Taxes assessed against bank stockholders due on 
or before this date by banks. 

Thirty days after notice of the income tax has 
been given, such tax is to be paid. No tax 

is due before June 1, however. 






















June 1 


June 15 


June 20 
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June 1-June 10 
—* salve, liniments, etc., vendor’s repor; 
ue. 
Oyster purchasers’ inspection fees due. 
June 10 
Beer excise tax and report of beer sold durin 
previous month due on or before this date. 
Beverages of not more than 3.2 per cent alcohol 
content excise tax and report of beverages go); 


during previous month due on or before th 
date. 


Tobacco warehouse report due. 
June 15 
Additional property tax penalty of 5 per cen 
imposed if property taxes are not paid by this 
date in the year next succeeding that in whic! 

the taxes should have been paid. 











June 16—— 

Interest at rate of 6 per cent per annum to be 
paid on delinquent property taxes beginning 
with this date. 

June 20 
Gasoline statement and tax due. 
June 30 





Permit period for fish and game breeders, fox 
and rabbit breeders, and fur dealers ends. 
Quarterly licenses expire. 


WASHINGTON 
June 1 
Hearings on telegraph property tax assessments 
between June 1 and June 15. 
Pharmacists’ license fees due. 
First Monday 
Express companies may have hearings on gross 
receipts taxes until assessments are fixed on 
or before first Monday in July. 
June 15 
Butter substitutes reports and taxes due. 
Compensating tax and return due. 
Gasoline reports and taxes due. 
Hearings on telegraph property tax assessments 
between June 1 and June 15. 
June 30—— 


Ambulatory milk dealers’ license fees due. 














WEST VIRGINIA 
1 


ne 

Board of Public Works shall begin to assess prop- 
erty of public service companies not later than 
this date. 

Second installment of property taxes (for preced- 


ing year) is delinquent and interest accrues. 
June 10 


Brewers’ and beer distributors’ 
and excise tax due. 
Petroleum dealers’ reports due. 
June 15 
Retail sales tax and return due. 
June 30 
Beer licenses expire. 
Beginning on July 1, 1934 all motor vehicle reg- 
istrations expire on this date. 
Gasoline tax and reports due. 


Ju 





monthly report 








WISCONSIN 
June 1 
Annual report of domestic corporations delinquent. 
License of foreign corporation void if annual re- 
port not filed by this date. 
June 5 


Monthly report of cold storage warehouses due. 
Second Tuesday 


First day on which land is sold for delinquent 
taxes. 
June 10—— 
Alcoholic beverages monthly reports due. 
June 20—— 
Gasoline dealers 
pay tax. 
Last Monday. 
Assessment Board called together. 
Local Boards of Review meet. 
June 30—— 
Employment agency licenses expire. 
Motor truck, 











must file monthly return and 





tractor truck, tractor, trailer and 
semi-trailer registrations expire. 
Municipal beer licenses expire. 
Municipal licenses for beverages of less than one- 
half of one per cent of alcohol expire. 
Privilege dividend return and tax due. 
Transportation company gasoline tax reports due. 


WYOMING 





Assessment of sleeping car companies is made by 
State Board of Equalization. 


June 10—— 


Carriers’ monthly gasoline tax and report due. 





Monthly gasoline tax and report due. 
Sales tax return and tax due. 





Motor carrier compensatory tax and report due. 


June 30—— 


Annual application for registration due. 
Annual license expires. 
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The Revenue Bill Hearings 


HAT at first seemed destined to be assent to 

the tax proposals of the Ways and Means 
Subcommittee, by default of adverse testimony at 
the hearings on the 1936 Revenue Act before the 
Ways and Means Committee of the House of Rep- 
resentatives, turned out to be an assault by indi- 
vidual business men and spokesmen for organized 
business of almost unprecedented vehemence and 
scope. 

Heretofore shafts of .criticism have usually been 
directed against individual provisions of proposed 
tax legislation, but at the recent hearings there was 
heard from other than Administration representa- 
tives almost unanimous condemnation of the entire 
tax plan from the tax based upon undistributed cor- 
porate incomes to the so-called “windfall” tax. 


From the standpoint of the Ways and Means 
Committee the testimony did not prove to be of 
substantial help in providing a means of raising the 
revenue that the Administration insists is necessary, 
and, in consequence, apparently, the majority of the 
committee concluded that the best way out was to 
make a few amendments in deference to some of the 
most ‘glaring inequities that might result from the 
proposed plan of corporate taxation, but otherwise 
to draft the bill in general concurrence with the 
Administration’s tax policy, except for approval of 
processing taxes." 

While heated debate over the measure was still 
in progress in the House of Representatives, the 
Senate Finance Committee began deliberations * on 
April 27, on the presumption that the proposed 
legislation as passed by the House would closely 
conform to the draft of it recommended for passage 
by the Ways and Means Committee. 


In the past, the Senate has frequently demon- 
strated that it has original ideas as to what taxes 
should be levied and how they should be applied. 
That record supports expectation that the Confer- 
ence Committee will have the delicate task of nego- 
tiating a reconciliation between two bills based upon 
divergent tax policies. 

1 For details of the bill reported to the House of Representatives, see 


page 267. : . 
? Public hearings were scheduled to begin on April 30. 


* 


mn : 








When the Revenue Act of 1934 was in the process 
of being drafted, the House Bill was passed on Feb- 
ruary 21. The Senate was not only deliberate in its 
action, but because of more than one hundred amend- 
ments, delay occurred in obtaining an agreement 
between the two branches of Congress on the meas- 
ure. In consequence nearly twelve weeks elapsed 
after the House Bill was passed before a tax law 
was enacted on May 10, 1934. 


Because Congress does not have before it a heavy 
schedule of other legislation, considerably greater 
speed is expected in disposing of the revenue bill 
now before it. Hope is still held that the Revenue 
Act of 1936 will be enacted before June 15. 


Following is a resumé of testimony on the pro- 
posed tax plan presented at the Ways and Means 
Committee hearings: 


Opening with bickering between Representative Tread- 
way of Massachusetts (Rep.) and Chairman Robert L. 
Doughton (Dem.), the hearings were frequently the scene 
of undisguised hostility between the majority and minority 
political groups of the committee, particularly when wit- 
nesses were being questioned. 

First to get into the cross-fire of lampoonery between 
the opposing partisans was Commissioner of Internal Revenue 
Guy T. Helvering. 


The major part of Mr. Helvering’s testimony was given 
to setting out the reasons for the proposed change in the 
methods of taxing corporations, which he said are, “first, 
to eliminate the present inequalities in our taxation of 
business profits as between incorporated and unincorpo- 
rated business; second, to remove a very important source 
of tax avoidance that inheres in our present income-tax 
laws; and, third, as a consequence of the elimination of 
inequalities and sources of tax avoidance, to increase the 
Federal revenues to the extent necessary to balance the 
regular Budget of the Federal Government—that is, to 
balance all Federal expenditures other than those made 
for the purpose of relief.” 


After discussing “misapprehension” which had arisen 
regarding the effects of the subcommittee’s corporate 
proposals, the Commissioner cautioned against being too 
liberal in granting special treatment for certain classes 
of corporations. “Virtually every case of special treat- 
ment involves a loss of revenue,” he said, “and every case 
of exemption tends to impair the general symmetry and 
equity of the proposed measure.” 

Republican members of the committee, in questions to 
the Commissioner, manifested grave doubt that the pro- 
posed taxes would yield as much as estimated. It was 


pointed out that tax-exempt securities provided a broad 
avenue of escape. 
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At the request of Representative Roy O. Woodruff of 
Michigan (Dem.), Commissioner Helvering provided sta- 
tistics showing that the estimated amount of securities 
outstanding, interest on which is wholly exempt from 
normal income tax and surtax of the Federal Government, 
on June 30, 1935, was $31,285,000,000, of which $12,801,000,000 
were securities of the Federal Government. In addition 
there were $17,135,000,000 in securities issued by the Fed- 
eral Government or its agencies (R. F. C., H. O. L. C. 
and Fed. Farm Mtge. Corp.) that were exempt from nor- 
mal tax, but not surtax, of the Federal Government. 


Despite the scepticism of some of the members of the 
committee, the Commissioner said the Treasury was will- 


ing to “stand on” the estimates of revenue which have 
been made. 


Commissioner Helvering’s testimony concluded amid a 
wrangle as to whether certain members of the committee 
were not making political speeches instead of questioning 
the witness. 

Charged by Representative Arthur P. Lamneck of Ohio 
(Dem.) with being unwilling to give information that might 
not support the tax bill, and challenged to show the num- 
ber of partnerships that had incomes of $500,000 or more, 
Commissioner Helvering later filed a schedule, based upon 
telegraphic reports from collectors of internal revenue, 
showing that returns of partnerships with incomes of 
$100,000 and over for the year 1935 numbered 833. Of this 


number 23 partnerships reported incomes of over a million 
dollars. 


Flaws Seen by New York Board of Trade 


Although agreeing with the President’s tax principles in 
a general way, M. L. Seidman, New York City, represent- 
ing the New York Board of Trade, objected to their ap 
plication as represented by the subcommittee’s proposals, on 
the ground that the “equality of tax burden” proposed by 
the President would be violated by taxing undistributed 
earnings to the corporation and again if distributed to the 
individual at normal and surtax rates without credit for 
the corporate levy. A second objection made was that 
rates based upon the amount of income not paid out in 
dividends would give a distinct advantage to the “pros- 
perous, well-financed corporation and its stockholders.” 

Mr. Seidman construed a statement in the President's 
tax message to indicate intention to advocate taxation of 
corporate income as if it were distributed to beneficial 
owners at normal tax rates, and on that premise 
insisted that dividends should be tax-free to the stock- 
holder. Representative Hill replied that such a tax plan 
has not been advocated either by the President, the Ways 
and Means Committee, or the Treasury Department. 

In opposition to the underlying principles of the pro- 
posed tax law but most vitally concerned with whether 
adequate provision would be made for companies com- 
pelled to submit themselves to drastic sinking fund provi- 
sions was the statement of Melville F. Weston, attorney 
for the Raymond-Whitcomb, Inc., 30 Federal Street, Bos- 
ton, Mass 


It developed from the testimony that the corporation, 
which is engaged in the business of travel tours and 
cruises, sustained substantial losses for the vears 1931-1934, 
and for the year 1935 had a profit of $670,620.12. The ag- 
gregate loss during the 1931-1934 period was indicated to 
have been $12,280,781.13, and this was more than the ag- 
gregate profits for the vears 1928-1930. In such a_ haz- 
ardous business, it was the contention of the witness that 
greater liberality in setting up reserves for bad years 
should be permitted than was provided for in the sub- 
committee’s recommendations, and preferably that no tax 
based upon the amount of income retained for reserves 
should be levied. 


Feature of Dividend Tax Assailed 


Objection to the recommendation that dividends paid 
out of earnings and profits accrued before March 1, 1913, 
or out of increase in value accrued before March 1, 1913, 
be fully taxable when distributed was made by William 


S. Bennet, representing the National Association of T.um- 
her Manufacturers. 
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Those defending the proposed tax brought out that upon 
three occasions when tax revision has been in progress the 
House bill has taxed such dividends but in each instance 
the Senate has demurred and the House provision has 
been deleted 4n conference. The present exclusion from 
the term “dividends” of distributions out of earnings or 
profits accrued before March 1, 1913 was first made in the 
Revenue Act of 1916. The right of the Commissioner un- 
der the 1913 Act to tax dividends of earnings accrued 
before March 1, 1913, was upheld by the Supreme Court in 
Lynch v. Hornsby, 247 U. S. 339. 

Albert Hubschman of Hubschman & Walsh, New York 
City, approved the general principles of the tax recom- 
mendations made to the Ways and Means Committee, but 
submitted some rate changes to eliminate what he con- 
sidered to be a preferential rate in favor of the corporation 
as compared with the partnership and the individual. He 
advocated reduction in rates on individual incomes in thie 


classes of $100,000 and over to a uniform rate of 50 per 
cent. 


Mayor of Pittsburgh Condemns All Federal Taxes 


In a belligerent frame of mind, Mayor William N. Mc- 
Nair of Pittsburgh roundly assailed the present Federal 
tax system as well as the proposed plan of corporate 
taxation. The controversy between the Mayor and vari- 
ous members of the committee digressed into political 
fields foreign to taxation—P. W. A. administration, the 
proportion of the taxes paid by Pennsylvania taxpayers 
to the Federal Government which are received in return 
as direct state benefits, tariff rates, and the extent to which 
the 1932 Democratic platform has been applied, etc. 


According to Mayor McNair’s statement, Pittsburgh 
does not tax personal property of any kind, having the 
equivalent of a single tax on what the Mayor called site 
value. He advocated repeal of all Federal taxes now in 
effect and substitution of taxes proposed in a bill [H. R. 
6026] introduced in the House last year by Representative 
Theodore L. Moritz of Pennsylvania. The Moritz bill 
provided for an excise tax upon the privilege of the use 
and enjoyment of large landholdings based upon their un- 
improved value, and a special excise tax with respect to 
the carrying on or doing business by corporations, joint- 
stock companies, or associations. 

Mayor McNair was followed by the Director of Public 
Works of Pittsburgh, Mr. Leslie M. Johnson, who had 
the impression that a tax on surplus was proposed and 
protested against it. He also seemed to have the impres- 
sion that the plan was to levy a tax that would prohibit 
the accumulation of a surplus. Most of his testimony was 
devoted to matters that had no direct bearing on the tax 
hill, such as the operation of the C. W. A., P. W. A., and 
W. P. A. in Pittsburgh. 

Any attempt to lessen the tax on corporations was com- 
mended by J. W. Oliver, representing the Linen Thread 
Co. of New York City. On the assumption that Congress 
intends to pass a bill substantially as recommended by 
the Ways and Means Subcommittee, he submitted that 
recognition of previously taxed corporate earnings should 
be given by means of a credit to individuals to the extent 
that dividends may be subsequently paid out of earnings 
on which a corporation has paid an income tax. Besides 
a tax-crediting device for dividend recipients he recom- 
mended a net loss carry-over provision for corporations. 
For the purpose of the tax-crediting provision, he sug 
gested that the statute provide that the dividends invari- 
ably are paid out of the most recent earnings. 


With reference to the windfall tax, Mr. Oliver pro- 
nounced unduly harsh the rule recommended by the sub- 
committee which provides for no allowance for payments 
made to customers in good faith after March 3, 1936. It 
was suggested that the date should be extended at least to 
March 26, when the subcommittee’s report was first made 
public. Furthermore it was submitted that the floor stocks 
tax refunds should be made according to the processing 
or compensatory conversion factors on all stocks as of 
January 6, 1936, regardless of whether held by original 
processors, secondary processors, or other holders. Mr. 
Oliver also urged that provision be made for the payment 
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of all legitimate claims against the Government arising 
from transactions prior to January 6. 


Plea for Corporations in Debt 


Without blanket criticism of the proposed change in 
the method of taxing corporations, H. H. Smith of De- 
troit, representing the Michigan Manufacturers’ Associa- 
tion, made a plea to have paragraph XX of the subcom- 
mittee’s report modified so that a corporation with an 
existing indebtedness as of January 1, 1936, which is re- 
quired to be discharged in the near future, could use a 
portion of its earnings, or all of them, for that purpose, 
remaining thereby subject to the 22% per cent provision 
exactly as if it had contracted that it would pay no divi- 
dends. Mr. Smith argued that, in principle, there was no 
real difference between the situation of a corporation un- 
der this tax where it has bound itself, at the request of 
the loaner, not to pay any dividends, and that of a cor- 
poration which is not so bound, but which must, if it 
discharges its debt, set aside a substantial part, if not 
all, of its current earnings until that debt is paid. 

Pleading for a provision whereby a corporation can have 
a chance to make up losses in adverse years without 
penalty, Clyde G. Conley, president of the Mount Vernon 
Bridge Co., Mount Vernon, Ohio, foresaw from the tax 
on corporations as proposed, unless modified, the following 
effects, among others: 

1. The larger and particularly the financially strong 
companies would have an advantage, in having already 
built up a large working capital in proportion to total net 
worth, 

2. Promotion of consolidations whereby the tax will be 
escaped, because the profits of some of the companies will 
be offset by the losses of others. 

3. Promotion of highly ‘integrated companies, because 
losses in one branch can offset profits in others. 

4. Capital expenditures for rebuilding of obsolete plant, 
renewal of old equipment, building of new additions to 
plant, purchase of additional equipment, would be made 
largely from the issue of new capital rather than from 
accumulated reserves, and, in as much as new capital can 
ordinarily be issued only in flush times, demand for capital 
equipment in dull times would be less than under present 
taxation. This would cause a greater fluctuation in the 
demand for such products as new buildings and bridges 
than at present. 

Dr. H. W. A. Beenhouwer of Amsterdam, Holland, made 
a plea for elimination of the capital-gains tax in so far 
as nonresident aliens are concerned and for a flat rate 
of not more than 10 per cent, to be withheld at the source, 
on the incomes of these same interests. 


Unequal Treatment of Corporations Charged 


Relief for corporations with bank indebtedness was the 
chief concern of Dean Alfange, New York City, general 
counsel for the Axton-Fisher Tobacco Co. He enumer- 
ated a number of dire possibilities unless special provision 
is made in such cases. He expressed the belief that under 
the law as recommended by the subcommittee a small 
company could not develop into a big company. What 
the Government in effect would be doing, he averred, 
would be to guarantee the big corporations, those who 
have developed huge surpluses, against competition from 
the smaller companies. He gave as an example the large 
surpluses of the three leading tobacco companies which 
have been accumulated during the last twenty years. 
During the questions which followed, Mr. Alfange agreed 
with the position taken by Representative Vinson and 
other members of the committee that in the payment of a 
loan the capital structure of a corporation is strengthened. 


A plea for a credit for the amount of taxes now paid 
by corporations to state and local governments on sur- 
pluses in what were designated as ad valorem states was 
made by George Lord of Detroit, former chairman of the 
State Tax Department of Michigan. 
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Manufacturers Cite Numerous Alleged Faults 


A sliding scale of taxes measured by the undistributed 
portion of corporate earnings was roundly condemned by 
Noel Sargent, secretary of the National Association of 
Manufacturers. Reinforced by quotations from Carl Sny- 
der, economist of the Federal Reserve Bank of New York, 
Professor E, R. A. Seligman, and Professor Charles J. 
Bullock, it was submitted that it is economically unsound 
as penalizing and discouraging retention of adequate funds 
for working capital for increased work and employment, 
and as tending to intensify both booms and depressions. 


Mr. Sargent also advanced the argument that the pro- 
posed tax will give a substantial economic advantage to 
the older companies with well-intrenched financial position 
over the less well financially-entrenched existing com- 
panies, or over new companies that seek to start in busi- 
ness. 


The alternative position was taken that if, despite the 
objections made to the tax, a levy is imposed on the basis 
of undistributed corporate earnings, that the rate should 
be flat instead of graduated. Based upon a resolution 
passed by the Government Finance Committee of the Na- 
tional Association of Manufacturers, the following further 
suggestions were made: 


1. Any taxation on corporation income should make 
special allowances and provide special credits for corpora- 
tions expanding their pay rolls and volume of employment. 


2. Any tax now proposed upon corporation earnings 
profits of 1936 and succeeding years should be credited 
against losses of the previous 3 to 5 years. 


Objection was also made by Mr. Sargent to the capital 
gains and losses provisions of the present law. 


Another representative of the National Association of 
Manufacturers, Frederick E. Schulter, president of the 
Thermoid Co., Trenton, N. J., sought special treatment of 
earnings used to extinguish present bank loans. He urged 
that it be provided in the tax bill that earnings used for 
the retirement of debt should not be taxed more than the 
present income-tax rate of 15 per cent. 


Protest was registered against provision 17 of the sub- 
committee’s report that “no exemption from tax on the 
shareholder be given to dividends declared out of earnings 
and profits of a year in which the corporation has been 
subject to taxation under the new plan.” This provision, 
it was contended, would in many instances result in ex- 
cessively burdensome taxation. 


Two other suggestions by Mr. Schulter were as follows: 
(1) Any tax act which may embrace the principle of a tax 
on undistributed net income should provide that new cor- 
porations should be permitted to accumulate earned sur- 
plus up to about 25 per cent of paid-in capital at a low rate 
on net earnings, say 12¥Y% per cent, if no dividends are paid; 
and (2) Special allowances should be made either in the 
form of tax exemptions or specially low rates for undis- 
tributed earnings which actually exist in nonliquid assets 
or inventory. 


In addition to recommending modification of the provi- 
sions of the law now in effect relative to depreciation 
and capital gains and losses, Royal Little, vice president 
of the Franklin Rayon Corporation, Providence, R. I., 
and representative of the National Association of Manu- 
facturers, urged that if any additional revenue is needed 
that it be obtained temporarily by revision of rates and 
exemptions under the tax system heretofore and now ef- 
fective, and that no new and untried plan of taxation be 
attempted until a study has been made of our entire tax 
system by a committee composed of representatives of 
both branches of Congress, of the Treasury Department, 
of finance, of major branches of productive enterprise, and 
independent economists. 


A protest against the proposed windfall tax on proces 
sors who were subject to AAA taxes was made by George 
A. Schmidt, president of the Eastern Meat Packers A’sso- 
ciation. He called attention to the financial difficulties of 
many packers, which he attributed largely to the effects 
of the AAA. Packers, because of the consumer resistance 
to the high price of pork products, had been unable to 
pass on the processing tax on hogs, he said. 
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Tax Plan Held Inimical to Capitalism 


Though emphasizing what he regarded as serious dis- 
advantages that corporations heavily in debt would suffer 
if the proposed tax with rates graduated according to 
amount of net income paid out in dividends is imposed, 
Franklin W. Fort, president of the Lincoln National Bank 
of East Orange, N. J., assailed the proposed tax plan in its 
entirety as being contrary to the basis of any capitalistic 
society. His definition of capitalism was that it is the 
encouragement of thrift. 


In the discussion which followed Mr. Fort’s initial state- 
ment, he expressed the opinion that a 25% per cent flat 
tax on corporation earnings would hurt worse for the 
moment but result in a healthier condition afterwards than 
the proposed new tax plan. 


Following Mr. Fort’s testimony, an editorial from the 
March 28, 1936, issue of Today, written by Raymond Moley, 
was introduced into the record. 


The editorial opened with the declaration that the longer 
the Treasury’s surplus tax plan is exposed to public view 
the more clearly do its defects appear, and that “it is 
wholly antipathetic to the fundamental objectives of this 
administration as they have been defined to the people of 
the country.” This conclusion was based upon the opinion 
that the proposed corporate tax plan would have, among 
others, the following effects: (1) Accentuation of booms 
and depressions; (2) The workman’s job would be made 
more precarious; (3) Fluctuations in prices of stocks and 
bonds would be accentuated; (4) A heavy handicap would 
be placed upon the process of rebuilding credit; (5) A 
heavy competitive handicap would be placed upon the 
small business which must borrow as against the big cor- 
poration that already has a surplus set aside for emer- 
gencies; (6) New businesses will be seriously handicapped; 
(7) A prohibitive tax would be imposed on reserves set 
aside to meet debts when they fall due. 


Handicap to Saving Denounced as Absurd 


Appearing in behalf of the Illinois Manufacturing As- 
sociation, G. L. Walters of Chicago declared that it is a 
false and unsound national economy to discourage and 
penalize either individual or corporation savings. To 
answer what proportion either an individual or corpora- 
tion should save by an arbitrary percentage he regarded 
as absurd; even more absurd he pronounced the use of 
two rules of thumb, one applicable to a corporation with 
$10,000 of income or less, and one for a corporation with 
income of more than $10,000. A corporation with an in- 
come of $100,000 may need clearly and desperately to save 
it all for corporate purposes, while a corporation with 
agen A of income may not need to save any part of it, 
he said. 


Stating that he had not been instructed to appear in a 
critical spirit, Harold R. Young of Washington, D. C., 
representing the National Retail Dry Goods Association, 
made a number of suggestions for modification of the 
application of the undistributed surplus tax as recommended by 
the Ways and Means Subcommittee, including some device 
by which the smaller and newer corporations would be 
permitted to develop a surplus without penalty and a 
plan by which losses for a period of three preceding years 
should be allowed to be accumulated and become an offset 
to the current year’s profits before that year’s profits be- 
come undistributed earnings as a basis for the tax rate 
on net income. Objection was also made to the imposi- 
tion of the “windfall” tax. 


A plea that special consideration in drafting the new 
law be given so that independent local finance companies 
would not be handicapped in competition with the larger 
companies who own insurance companies and are affili- 
ated with automobile manufacturers, was made by David 
B. Cassat of Dubuque, Iowa, president of the Interstate 
Finance Corporation and also president of the American 
Finance Conference, an organization of 325 independent 
finance companies. The description “independent,” it was 
explained, is used to designate companies which are not 
owned by or affiliated with an automobile manufacturer. 
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Communist Taxation Ideas Presented 


Declaring he represented the Communist Party of the 
United States, Max Bedacht of Brooklyn, New York, 
agreed with the principle of a tax on corporation surplus 
but protested that the proposals worked out by the Ways 
and Means Subcommittee leave all kinds of loopholes. He 
presented as the recommendations of the Communist 
Party the following: 


1. That in addition to taxes on undivided profits, a tax 


at a rate of at least 25 per cent be levied on surpluses 
already accumulated. 


2. That taxes be levied on all income from tax-exempt 
securities. 


3. That loopholes which enable the rich to avoid paying 
taxes be stopped up, and to that end that all corporation 
books be open to public investigation. 


5. That present taxes on corporate income be main- 
tained. 


6. That tax rates be increased on large inheritances and 
estates and on all incomes over $5,000 per year. 


Representing the Associated Industries of New York 
State, Inc., Henry M. Powell condemned in toto the pro- 
posed plan of taxing corporations. First, he said, it is 
economically unsound in principle and is a disturbing in- 
terference and an arbitrary regimentation of industry. 
Second, he asserted, it uses a yardstick or measurement 
with a progressive rate of taxation irrespective of the 
character of the needs of the business. It makes no allow- 
ance for the shrinking of inventory values included as a 
part of profits and fluctuating greatly in various lines of 
business. Among other objections made to the tax were 
that it did not take cognizance of differing surplus needs 
of newly established corporations and those long in opera- 
tion and now strongly financed, and that the stockholder 
whose undivided profits are once taxed will pay a second 
time when he receives a dividend at a later date. 








Objections to Tax on Foreign Taxpayers 


The Employers’ Liability Assurance Corporation, Ltd., 
Boston, Mass., a British corporation, was represented by 
Gay Gleason, who following a statement of objections to 


certain features of the bill submitted the following recom- 
mendations: 


1. That foreign-stock liability and fire-insurance com- 
panies doing business in the United States should be in- 
cluded in the insurance classification under recommendation 
IV and taxed at the base rate of 15 per cent on all net 
income from their United States business rather than un- 
der the 22%4 per cent rate in the proposed revenue bill. 


2, That the proposed withholding of 22% per cent on 
dividends paid by foreign corporations should be elimi- 
nated. 

3. That the tax on nonresident aliens on income actu- 


ally received from sources within the United States be 
continued. 


4. That it be recognized in provisions of the bill that 
dividends from a foreign corporation doing business in 
the United States and paid abroad to nonresident aliens 
are not income from within United States sources, and, 


accordingly, that Section 119 (a) (2) (B) be eliminated 
from the Revenue Act. 


5. That Section 143 (b) of the Revenue Act of 1934 be 
amended to exclude from the withholding provisions divi- 
dends paid to nonresident alien stockholders by foreign 
corporations doing business in the United States. 


Proponent of Bill Is Hazed 


David Stock, a New York City attorney, who made a 
statement in favor of the proposed tax plan, was submit- 
ted to a severe grilling by Republican members of the 
committee. Upon being twitted as to his competency to 
express opinion with regard to certain corporation prac- 
tices, Mr. Stock said he was chosen by the American 
Bankers Association in 1932 to write a book on corporation 
finance for that organization. 
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It developed that the witness appeared at the hearings 
at the request of the Treasury Department, following a 
written criticism of a radio broadcaster’s comment on the 
tax bill. The broadcaster sent the letter to the Treasury 
Department, which resulted in Mr. Stock’s being requested 
to present his views to the committee. 


Tax on Federal Reserve Banks Proposed 


Objection to any increase in taxation until full use of 
credit based upon idle gold held in the United States Treas- 
ury had been utilized was made by Representative Wright 
Patman of Texas. If additional taxes are to be levied, he 
recommended that the profits of Federal Reserve banks 
above 6 per cent, which are now tax-exempt, should go, 
as a franchise tax, into the Treasury of the United States. 


Mr. Patman told the committee that prior to an amend- 
ment to the Federal Reserve Act which was a part of the 
Deposit Guaranty Act of June 16, 1933, 90 per cent of all 
earnings of Federal Reserve banks above 6 per cent, after 
paying dividends on the stock, went into the United States 
Treasury. Repeal of this amendment, according to Mr. 
Patman’s estimate, would yield annual revenue amounting 


to about $30,000,000. 


In behalf of the dairy group in the House, Representa- 
tive Harry Sauthoff of Wisconsin urged the committee to 
include in the bill a tax of 5 cents a pound on oleomar- 
garine and 7% cents a pound on all foreign fats and oils. 


Counsel for Bureau Defends Tax Plan 


Rebuttal to various objections made to the proposed 
corporate tax plan was made by Arthur H. Kent, Acting 
Chief Counsel of the Bureau of Internal Revenue. 


To the objection that corporation managements will be 
prevented from accumulating reserves for a “rainy day” 
or for purposes of plant and business expansion, his answer 
was, first, that without increasing the tax liability over that 
now paid corporations may, within a period of 3 or 4 years, 
accumulate earnings equal to or in excess of the entire net 
income for a single year. If a larger sum is needed for 
proper plant enlargement or business expansion than the 
retention of 30 or 40 per cent of earnings, he contended 
that there were several means available by which required 
capital could be obtained, e.g.—sale of stock rights, reten- 
tion of cash in the business by the use of taxable stock divi- 
dends or the issue of interest-bearing dividend scrip to 
shareholders. 


He declared that the problem of the debt-ridden corpora- 
tion is not fundamentally different from that of the debt- 
ridden business enterprise carried on in the individual or 
partnership form. An individual or a partnership must 
pass its income through the tax mill before the residue can 
be applied to the liquidation of debt, he said, and asserted 
that that equality of treatment demands that the share- 
holders of a corporation as beneficial owners should be 
expected to do likewise, “particularly since the liquidation 
of corporate indebtedness tends to increase pro tanto the 
value of their equities in the corporate enterprise which is 
encumbered by the amount of the debt.” 


He declared it was a mistake to depreciate the impor- 
tance of the individual or partnership form of the business 
unit in our economy, and in this connection cited the fig- 
ures on partnership returns previously presented by Com- 
missioner Guy T. Helvering. In addition he submitted data 
as to the total number of partnership and corporation re- 
turns filed for the years 1921-1925. In 1935 partnership 
returns filed totaled 221,740, while 558,685 corporation re- 
turns were filed. 


The basis for belief that the proposed tax will not drive 
stockholders into tax-exempt bonds was stated by Mr. 
Kent as being that the Federal Government is not issuing 
any bonds exempt from surtaxes and “states and their 
subdivisions have entered a declining phase of their debt 
cycle.” 

Herman Oliphant, General Counsel of the Treasury De- 
partment, appeared upon invitation of the committee. He 
made no formal statement but was subjected to lengthy 
questioning by various members of the committee with 
respect to the operation of the proposed tax change, :With 
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reference to special exemptions which are sought, Mr. Oli- 
phant said he was unable to justify provisions for special 
reserves for corporations, except within narrow limits, 
unless like concessions are provided for partnerships and 
individual businessmen. 


Business Spokesmen Condemn Tax Proposals 


On the last day of the hearings four representatives of 
the Chamber of Commerce of the United States appeared 
before the committee in protest against the proposed tax 
bill. Fred H. Clausen, president of the Van Brunt Manu- 
facturing Co., Horicon, Wis., and chairman of the Com- 
mittee on Finance, Chamber of Commerce of the United 
States, presented objections from the standpoint of the 
budget, the economic effect of the tax and its effect on 
business management; Roy C. Osgood, vice president of 
the First National Bank, Chicago, Ill., discussed the finan- 
cial effect from the standpoint of the corporation, its stock- 
holders, and its creditors; Henry B. Fernald, C. P. A., of 
Loomis, Suffern & Fernald, New York City, discussed the 
complexities involved in computation of tax liability if the 
new corporate tax is imposed, and Ellsworth C. Alvord, 
attorney at law, Washington, D. C., and former special 
assistant to the Secretary of the Treasury, presented what 
he called the fundamental tax policies involved in the pro- 
posal and the workability of the proposal. 


From the standpoint of the budget, Mr. Clausen sub- 
mitted that the tax program does not pretend to balance 
the Federal budget and that the proposed taxes will not 
produce the amounts of additional revenue estimated by 
the Treasury. 


From the aspects of economics and business manage- 
ment, following are summaries of his arguments against 
the tax plan: 


1. It would cause corporate management to be con- 
trolled, in its decisions on fiscal policy, by fear of Govern- 
ment exactions rather than by good business judgment. 


2. It fails to recognize the true nature of corporate profits 
and earnings and of corporate surpluses and the economic 
value of accumulating surpluses when earnings are good 
for subsequent expenditure and distribution. 


3. It would halt the accumulation of reserves by those 
corporations which because of prudent motives or financial 
necessity would retain such of their earnings as may be 
regarded necessary to build up working capital or provide 
for expansion and growth. 

4. That surpluses usually are represented by assets other 
than cash seems to be ignored or not recognized. 

5. The plan would favor the well-established, fully 
financed corporations at the expense of business concerns 
struggling for a place in the sun. 


6. It ignores the fact that a business concern which is 
expanding its facilities, or, with the same plant, is increas- 
ing its volume of sales, needs more money to carry on 
than it does when the trend is the other way. 


7. It would have seriously depressing effects upon the 
activities of the so-called capital-goods industry, whose 
progress depends largely upon the availability of capital 
in the hands of other industries. 


8. It disregards such heavy taxes on industry as those 
imposed by the Social Security Act and other tax laws, 
Federal, state and local. 


9. The plan would tend to provide substitution of public 
control for private management in important fiscal opera- 
tions of business. 


10. It would tend to induce corporate expenditures that 
would be permissible deductions from gross revenue. 


11. The plan would make the corporation the target of 
Government exaction instead of recognizing that it is the 
means through which private employment and economic 
stability can be restored. 


Financial Effects Declared Injurious 


Mr. Osgood, Chicago banker, took the position that cor- 
poration managements, under the proposed tax, would be 
so influenced by tax-saving considerations that the ten- 
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dency would be for dividends to be paid to the detriment 
of a sound financial position. 


If, instead of plowing back earnings in customary pro- 
portions, working capital was borrowed, fixed charges 
would thereby be increased and the ability of concerns to 
weather depressions would be curtailed. Hence there was 


held up the spectre of increased bankruptcies in periods of 
depression, 


In further viewing with alarm, Mr. Osgood declared 
the tax plan would disturb the confidence of the creditors 
of corporations and would lead to the curtailment of ex- 
tensions of credit between business firms. 


He also apprehended impairment in the value of se- 
curities. “If the proposed legislation were passed,” he 
said, “preferred stockholders would see the protection 
afforded their investments by adequate common capital 
and surplus and by a safe margin of earnings materially 
weakened.” Moreover, he pointed out that an additional 
burden would be placed upon preferred stockholders by 
making their dividends subject to the normal tax. 


Although conceding that prices of equity securities might 
receive some temporary impetus where there is justifiable 
expectation that larger dividends would be paid, he ex- 
pressed the opinion that the long-term effects of enact- 
ment of the proposed legislation could not help being 
adverse to investments in securities. 


Tax Computation Difficulties Scored 


Mr. Fernald, New York certified public accountant, 
launched, in the beginning of his statement, into an analysis 
of the difficulties in computation of tax liability under the 
proposed tax. He pointed out that, first, statutory net in- 
come must be determined; from that is to be deducted the 
amount of the tax which is to be computed after the 
amount of the undistributed net income is first known. 
Thus he said, the taxpayer is confronted with a series of 
unknown quantities. 


On the assumption that the tax plan seemed to imply 
that if a corporation has a statutory net income it will 
have funds which it could or should distribute as dividends, 
Mr. Fernald described various situations where that would 
not be true. 


During the discussion following Mr. Fernald’s formal 
statement, which included points not outlined above, Rep- 
resentative Crowther introduced into the record a formula 
devised for use in determining the tax rate if the percentage 
which the undistributed net income is of the adjusted net 
income is not one of the percentages of the adjusted net 
income shown in Schedule I or II of the rates recommend- 
ed by the subcommittee, in which case the rule is that the 
rate of tax shall be proportionate. The formula, with ex- 
ample of its application, follows: 

Where 
x = rate of tax on adjusted net income; 
a = per cent of undistributed net income to ad 
b = bracket percentage next smaller than ‘‘a’ 
c = bracket percentage next larger than “a’”’; 
d = rate of tax on bracket next smaller than ‘‘a”; and 
e = rate of tax on bracket next larger than ‘‘a’”’. 


—b . 
x = [= _— : times (e — d) | plus d 


EXAMPLE 
Adjusted net income ; ‘ $10,000 
Undistributed net income 2 


(a) Percentage of undistributed net income to adjusted 
net income : 


justed net income; 
; 





4 


ae 22% 
(b) Bracket percentage next smaller than 22%......... 20% 
(c) Bracket percentage next larger than 22% 30% 
(d) Rate of tax on bracket next smaller than 22% 3.5% 
(e) Rate of tax on bracket next larger than 22% 7.5% 
(x) Rate of tax on adjusted net income equals 
22— 20... 2 

peat s (7.5 — 3.5) [plus 3.5; equals | —— times 

[ 30 — 20 times (7.5 3.5) | lus 3. : equals [ 10 times ‘| 
plus 3.5; equals ; 4.3% 
lax 4.3% of $10,000 = $430 


Former Treasury Official Assails Tax Bill 


The final blast against the proposed tax plan from the 
Chamber of Commerce of the United States was delivered 
by Mr. Alvord, who, to a question as to his part in prior 
tax legislation, said he assumed responsibility for the tax 
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laws written during the administration in which Andrew 
W. Mellon was Secretary of the Treasury, and incidentally 
stated that in his opinion Mr. Mellon had not ever read 
one of them. 


The position taken by Mr. Alvord, in summary, was 
that: 

1. The inequalities and inequities alleged to exist in our 
present system of taxing the business profits of incor- 
porated and unincorporated enterprises are purely theoreti- 
cal, and do not exit in fact. 

2. The proposal will create greater inequalities, serious 
inequities, and severe and unjustifiable discriminations. 

3. Discriminatory and excessive penalties will be imposed 
upon taxpayers by reason of circumstances entirely be- 
yond their control. 

4. Double and multiple taxation of income must result. 

5. The proposal is utterly impractical and unworkable. 

Assuming for the sake of argument that the alleged in- 
equalities in the present tax system actually do exist and 
are of practical importance, Mr. Alvord submitted for con- 
sideration the question as to whether their removal shoul 
be seriously advocated if concurrently greater inequities 
and hardships are created, if the “cure” is worse than the 
— or if more simple or effective remedies are avail- 
able. 

Application of the tax as proposed by the Ways anid 
Means Subcommittee he asserted would result in the foi 
lowing inequities: 

1. A foreign corporation will be more favorably situated 
than a corporation compelled to accumulate, for example, 
40 per cent of its adjusted net income, and will be less 
favorably treated than corporations which are able to de- 
clare and pay a substantial percentage of their adjusted 
net incomes in dividends. 

2. Corporations in receivership, although in active com- 
petition with another corporation, will pay a tax of 15 per 
cent; whereas the tax liability of its competitor will be 
greater or less, contingent upon its dividend-paying ability. 

3. The corporation which possesses an adequate surplus 
will be in a position to escape all taxation by distributing 
all its net income; whereas its competitor, less favorably 
situated and financed, will be compelled to pay substantial 
taxes. 

4. A corporation having an impaired capital will pay a 
tax of 22% per cent of its net income, while its competitors 
may again entirely escape taxation, or pay a substantially 
smaller tax. 

5. The corporation with a contract obligation will like- 
wise be less favorably situated than a corporation privi- 
leged to pay dividends, 

6. A corporation compelled by sound business policy to 
retire indebtedness out of its earnings and profits for the 
year will be penalized severely as compared with a corpo- 
ration which has no debt or is sufficiently strong financially 
to make other provisions for debt retirement. 

7. A corporation selling on a cash basis—such as chain 
stores and mail-order houses—may be much more favor- 
ably situated than the corporations compelled to sell on 
credit. 

8. An affiliated group of corporations may be more favor- 
ably treated than separately owned corporations. 

9. One affiliated group of corporations will pay less tax 
than a similar affiliated group. 


10. Corporations whose stockholders are able to purchase 
additional stock will distribute all their earnings and pay 
no taxes; but corporations with stockholders less fortu- 
nately situated will be forced to shoulder substantial tax 
burdens. 

11. Tax liabilities will be greater in the case of corpora- 
tions requiring funds for replacements, additions, better- 
ments, and expansion, and forced to finance the expendi- 
tures in whole or in part out of earnings and profits. 

12. The greater the hazards of the businéss enterprise 
the greater will be its tax liabilities, for it will be compelled 


by sound business policy to accumulate earnings to meet 
future losses. 


13. Corporations requiring but a relatively small invest- 
ment will be in a position to distribute substantially all 
their income, whereas corporations with large investments 
in plant and equipment must provide for replacement. 
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14. Corporations engaged in long-term operations will 
pay greater taxes than corporations earning a reasonably 
steady annual income. ; 

15. The proposal will force consolidations in many lines 
in which fully integrated concerns can be developed, while 
in other lines it will encourage the use of holding-company 
devices. 

16. The proposal will retard the growth of competition 
and will tend to aid, if not create, monopoly. 

17. Rather than lighten the load upon the small share- 
holder, he will be forced to withstand the higher tax if the 
directors of his corporation withhold anything over 30 per 
cent of the corporation’s earnings. His tax will not be 
levied according to his income class but according to the 
dividend policy of the directors. 

18. The proposal is a trap for the unwary, and the 
poorly advised will suffer terrific penalty, and the well ad- 
vised may escape tax free, or with lighter burden. 

19. There is no equality when income is subjected to a 
graduated tax, based merely on size of income or on divi- 
dend distributions. 

20. Because of obvious inapplicability of the proposal to 
some lines of business enterprises, the plan discriminates 
in their favor and in favor of their owners, even when such 
businesses are more profitable than the ones to which the 
steeply graduated rates upon undistributed income will be 
applied. 

“Tt is conceivable,’ Mr. Alvord said, “that an equitable 
system of taxation upon undistributed earnings as a sub- 
stitute for some of the present taxes on corporations can 
be evolved and will possess some of the virtues claimed 
for the proposal. Such a tax, however, will not produce 
and cannot be made to produce, without prohibitive rates, 
the additional revenues sought.” 


Double taxation features of the proposed tax plan were 
enumerated as follows: 

1. All surplus accumulated prior to January 1, 1936, out 
of earnings on which the -corporation has already paid a 
tax, will again be subject to normal tax in the hands of 
the individual stockholders. 

2. All dividends out of earnings accumulated by a cor- 
poration after January 1, 1936, and on which the penalty 
tax at the proposed rates has been paid, will again be 
taxed when distributed to the stockholder. 

3. Earnings which have been taxed to the corporation 
under the so-called relief provisions will again be taxed 
when distributed. 

4. American citizens who own stock of foreign corpora- 
tions will be subjected to multiple taxation upon the earn- 
ings of the corporation. 

5. The earnings of insurance companies and of cor- 
porations in receivership will be taxed at the flat rates 
proposed, and again subjected to tax if, as, and when 
distributed to shareholders. 

6. Whether the earnings of banks will be doubly taxed, 
once in the hands of the bank and again in the hands of its 
shareholders, has been referred by the subcommittee to the 
full committee for decision. 

7. In addition, the inclusion of all dividends in the tax- 
able income of corporations may result both in multiple 
taxation and in an increase of tax upon them from a rate of 
1.5 per cent to a rate of 42.5 per cent. 


Following a severe indictment of the present tax system 
because of its complexities, the ambiguities of the statute, 
the maze of regulations, rulings, and decisions, the amend- 
ment and reversal of rulings, etc., anxiety was expressed 
over the outcome if, on top of the present complexities, 
new problems were added. Some of the new questions 
that would need answer were propounded as follows: 

1. Is a dividend taxable if paid in scrip, in an enforce- 
able promise to pay, or in bonds? 

2. Is a dividend taxable if paid out of paid-in surplus, 
out of a depreciation or depletion reserve in excess of cost 
or which is subsequently adjusted downward? 

3. Is a dividend paid when the check is mailed, or must 
it be received by the stockholder? 

_ 4. Is the dividend taxable if paid to a stockholder exempt 
from Federal tax? 

5. What is a bank or a trust company and when is it 
“bona fide operated”? ; 
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6. Must we compute “undistributed net income” by alge- 
braic formula, using two unknowns, or will we be given 
adequate tables of rates? 

7. How much delay will be involved in valuing property 
distributed as a dividend in kind, and what rules of valua- 
tion will be applied? 

8. What is the law with respect to the propriety of a 
dividend, in the case of a separate corporation and in the 
case of a consolidated group of corporations? 

9. What are the liabilities of directors who incur the ter- 
rific penalties or who, to avoid them, pay out in dividends 
cash needed in the business? 

10. What contracts are included under XX of the sub- 
committee’s report? 

It was argued at length that the proposed plan is un- 
workable and impractical because of the inherent differ- 
ence between statutory net income and “earnings and 
profits” out of which dividends are declared and on the 
ground that in the 2!'4 months from the end of a taxable 
vear until returns are due sufficient time will not be given 
the board of directors of a corporation to determine the 
extent to which they may legally declare dividends, and 
the tax liability incurred hy the dividends. 

The final conclusion of the Finance Committee of the 
Chamber of Commerce’ of the United States with respect 
to the proposed plan was stated by Mr. Alvord to be as 
follows: 

1. It will have a substantial adverse effect upon the 
economic and business conditions of the country, retard- 
ing recovery and reemployment. 

2. It will seriously impair the financial strength of cor- 
porations and depreciate the value of their bonds, notes, 
and other evidences of indebtedness. 

3. It will increase inequities and impose discriminatory 
taxes. 

4. It will increase complexities and uncertainties in the 
computation of tax liabilities. 

5. It will subject corporations to severe penalties by 
reason of circumstances beyond their control. 

6. It will result in duplicate and multiple taxation of the 
same income. 

7. It is unworkable and impractical. 

8. It is unsound when tested by accepted principles of 
taxation. 

After Mr. Alvord'’s testimony, statements in protest 
against various features of the proposed tax plan were 
presented by Raymond H. Berry, attorney, Detroit, Mich., 
in behalf of the Detroit Chamber of Commerce, and John 
W. O'Leary, president of the Machinery and Allied Prod- 
ucts Institute. The last witness to appear was Albert 
Hubschman, attorney at law, New York City, who, as an 
individual taxpayer, favored the tax plan under consid- 
eration, and supplemented some previous suggestions made 
to the committee with respect to the new tax bill. 


The Use of Tax Formulae 


N VIEW of the probability that if a tax law is 

enacted by Congress which involves tax rates 
on the income of corporations based upon the amount 
of dividends distributed, the use of algebraic for- 
mulae will be necessary in tax computations, the com- 
ment on the use of a formula which entered in an 
estate tax decision by the Circuit Court of Appeals, 
Second Circuit, in Edwards v. Slocum et al., 287 Fed. 
651, Jan. 8, 1923, is of interest. 


Referring to a formula fer finding the “net estate,” 
the opinion says: 


'The members of the committee are: Fred H. Clausen, chairman, 
president, Van Brunt Manufacturing Co., Horicon, Wis.; Ellsworth C. 
Alvord, Alvord & Alvord, Munsey Building, Washington, D. C.; Ray- 
mond H. Berry, Berry & Stevens, Penobscot Building, Detroit, Mich. ; 
W. Dale Clark, president, Omaha National Bank, Omaha, Neb.; Lammont 
du Pont, president, E. I. du Pont de Nemours & Co., Wilmington, 
Del.; Fred R. Fairchild, professor of political economy, Yale University ; 
H. B. Fernald, Loomis, Suffern & Fernald, 80 Broad St., New York, 
N. Y.; Edwin G. Merrill, chairman of board, Bank of New York & 
Trust Co., New York, N. Y.; Roy C. Osgood, vice president, First 
National Bank, Chicago, Ill.; H. S. Wherrett, president, Pittsburgh 
Plate Glass Co., Philadelphia, Pa. 
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* * * it is only legally important in that it has pro- 


duced the argument that any method of taxation, or of 
working out taxes, that requires so much algebra, ‘must be 
wrong.” We need not go so far, but do hold that the 
presumption is that Congress intended a simpler method— 
one that a plain man could understand. Algebraic for- 
mulae are not lightly to be imputed to legislators. 


Even though this dictum were a settled working 
rule, the question would still remain as to whether 
a corporate entity is a “plain man” or its equivalent. 


Miscellaneous Federal Tax Bills 


lk’ AFTER action on the Administration’s propo- 

sals for raising additional Federal revenue, Con- 
gress should be disposed to otherwise change the 
tax laws, a profusion of ideas is provided in the 
scores of tax bills which have been introduced at 
this session in both houses but which have pro- 
gressed no farther than to be filed in various commit- 
tee archives. A list of miscellaneous tax bills, 
not previously reported herein, follows: 


Bankhead Act Taxes: Refund.—H. R. 11587, introduced 
by Rep. Frank B. Whelchel of Georgia (Dem.), provides 
that the refund of all taxes collected and abatement of all 
taxes not collected under the Bankhead Cotton Act, ap- 
proved April 21, 1934, as amended, shall be allowed in 
accordance with the provisions of law and regulations ap- 
plicable to the refund or abatement of taxes erroneously 
or illegally collected, providing claims are filed within one 
year after the date of the enactment of this measure.— 
Referred to the Committee on Agriculture. 


Budget Procedure.—H. R. 11895, introduced by Rep. W. 
D. McFarlane of Texas (Dem.), provides for amendment 
of the Budget and Accounting Act of 1921, as amended, to 
give the President authority to proclaim what increases 
in the income tax rates will produce revenue to meet the 
estimated deficiency when the estimated receipts for the 
ensuing fiscal year contained in the Budget, on the basis 
of laws existing at the time the Budget is transmitted, plus 
the estimated amounts in the Treasury at the close of the 
fiscal year in progress available for expenditure for the 
ensuing fiscal year, are less than the estimated receipts for 
the ensuing fiscal year contained in the Budget. 

The bill further provides that if the estimated receipts 
for the ensuing year contained in the Budget on the basis 
of laws existing at the time the Budget is transmitted, 
plus the estimated amounts in the Treasury at the close of 
the fiscal year in progress available for expenditure in the 
ensuing fiscal year, are less than the estimated expenditures, 
the President, in the Budget, shall make recommendations 
to Congress for new taxes, loans, or other appropriate ac- 
tion to meet the estimated deficiency—Referred to the 
Committee on Ways and Means. 


Capital Gains and Losses.—H. R. 11309, introduced by 
Rep. W. D. McFarlane of Texas (Dem.), would amend 
the Revenue Act of 1934 by striking out Section 117, which 
provides for recognition of gain or loss upon the sale of 
capital assets in ratios differing according to length of 
time that assets have been held.—Referred to the Ways and 
Means Committee. 


Capital Stock Tax and Stamp Tax on Issues of Stock: 
Exemptions.—H. R. 11744, introduced by Rep. James G. 
Scrugham of Nevada (Dem.) provides that the capital- 
stock tax and the stamp tax on issues of stock shall not 
apply in respect of certain corporations organized solely 
for the purpose of taking over the assets of insolvent 
banks.—Referred to the Il’ays and Means Committee. 


Constitutional Amendment.—H. J. Res. 530, introduced 
by Rep. J. Buell Snyder of Pennsylvania (Dem.), proposes 
an amendment to the Constitution of the United States 
abolishing the tax-exempt status of income from Federal 
and state securities for Federal and state tax purposes.— 
Referred to the Committee on the Judiciary. 
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Cooperative Associations: Exemption from Tax.—H. R. 
11775, introduced by Rep. Byron N. Scott of California 
(Dem.), would amend Section 101 (12) to include in cor- 
porations exempt from tax consumers’ cooperative asso- 
ciations on the same basis as exemption is now accorded 
to farmers’, fruit growers’, or like associations organized 
on a cooperative basis.—Referred to the Il’ays and Means 
Committee. 


Corporate Surplus Taxation—Reduction of Normal Tax 
Rate and Other Tax Law Revision.—H. R. 11589, intro- 
duced by Rep. John J. O’Connor of New York (Dem.), 
provides for the following revenue law changes: 


1. Corporate Surplus Tax.—PBeginning with the taxable 
year 1935 the imposition of a flat tax of 33% per cent on 
“surplus income of every corporation except banks, trust 
companies, insurance companies, and all organizations ex- 
empt from tax under Section 103 of the Revenue Act of 
1932.” Surplus income is defined as gross income com- 
puted under Section 22 of the Revenue Act of 1932, as 
amended, less the following deductions: 


(a) All deductions specified in Section 23 of the Revenue 
Act of 1932, as amended, except as otherwise provided in 
sections 5 and 7(b) of the bill (enumerated below); 


(b) The amount received as interest upon obligations of 
the United States heretofore issued which is included in 
gross income under Section 22 of the Revenue Act of 1932, 
as amended, but only if and to the extent that such inter- 
est is exempt from the corporate surplus tax by virtue of 
the respective Acts authorizing issue of such obligations, 
as amended and supplemented; 


(c) In case of a domestic corporation a specific deduc- 
tion of $500,000: Provided, That the total deductions under 
this subdivision for a group of corporations affiliated as 
defined in Section 6 of the bill shall not exceed $500,000 
and shall be prorated among them in proportion to their 
net incomes as computed before any deductions under sub- 
section (c) of the bill or under subsection (d); 


(d) In the case of a domestic corporation or group of 
corporations so affiliated, one-half of the amount by which 
all dividends actually paid in cash by it to its stockholders 
during the taxable vear (exclusive of intercompany divi- 
dends in an affiliated group) shall exceed the aggregate of 
dividends (other than stock dividends) received by it in 
such taxable year. Provided, That if the dividends so paid 
were less in amount than four-fifths of the dividends so 
paid in the year preceding the taxable year, no deduction 
shall be taken or allowed under this subsection unless the 
Commissioner shall, upon application and due proof, have 
first determined that the reduction in such dividends was 
reasonably necessary and not designed to avoid surtaxes 
or to restrain interstate or foreign commerce by means of 
manipulating stock or commodity prices or wage rates. 
Every such application and all proceedings had thereon 
would be open to the public. 


Under Section 5 of the bill the following items are not 
deductible in computing surplus income: 

(a) Depreciation (including exhaustion, wear and tear, 
obsolescence) of tangible assets having at the date of ac- 
quisition a probable useful life of more than four years. 

(b) Any more than a reasonable allowance for deprecia- 
tion and depletion where the major portion of the value 
of an asset is likely to be exhausted within two years from 
the date of its acquisition by the taxpayer. “This provi- 
sion,” Section 5(b) provides, “shall be liberally construed 
to effect its purpose of preventing abuses which have de- 
veloped, such as arbitrary and excessive reserves, distor- 
tion of income accounts and concealment of income through 
straight-line methods of calculating depreciation in periods 
of reduced output, duplication of deductions for mainte- 
nance and replacements, fictitious bases for ‘discovery’ and 
‘percentage’ depletion, errors and corruption in appraising 
properties, estimating their recoverable contents and useful 
life, and allocating reserves as between taxable periods.” 

(c) Amounts paid out for new buildings or for permanent 
improvements or betterments made to increase the value 
of any property or estate, and any amount expended in 
restoring property or in making good the exhaustion there- 
of for which an allowance is or has been made for any 
other taxable period under the Revenue Act of 1932 or 
any Income Tax Act previously or subsequently in force. 
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Under Section 7 of the bill there shall be allowed as 
credits against the corporate surplus tax taxes of foreign 
countries and possessions of the United States which have 
been paid and certain taxes paid to states after the taxable 
year 1931. 

~ 2. Reduction of Normal Tax Rates—Title II provides re- 
lief for individual taxpayers by amendments of the Revenue 
Act of 1932, as amended, in several respects as follows: 

(a) Reduction of the normal tax rate to 1 per cent on 
the first $4,000 of the net income in excess of allowable 
credits and 2 per cent of the remainder of such excess 
amount. 

(b) Subject to certain exceptions in the case of foreign 
corporations there would be allowed a credit of 16% per 
cent of the amount of dividends received in cash after 
December 31, 1935, dividends otherwise to be taxable at 
normal rates to individuals, estates, trusts, and partner- 
ships. 

(c) In the case of an individual the tax would also be 
credited with all amounts, up to but not exceeding 3 per 
cent of the net income for the taxable year, actually paid 
by the taxpayer for taxes paid to any state or any political 
subdivision thereof, but any amount so credited would not 
be deductible in computing income under Section 23 and 
for the taxable year 1934 and any year thereafter the credit 
is allowed “only for taxes so paid in respect of the income 
of such year.”—The bill was referred to the iVays and Means 
Committee. 


Credit for Taxes Paid to Foreign Countries and Pos- 
sessions of the United States.—H. R. 11308, introduced by 
Rep. W. D. McFarlane of Texas (Dem.), provides for 
striking out Section 131 of the Revenue Act of 1934. This 
section allows certain credits for taxes paid to foreign 
countries and possessions of the United States.—Referred 
to the IVays and Means Committee. 


Crude Oil Petroleum Tax Refund.—H. R. 11332, intro- 
duced by Rep. Millard F. Caldwell of Florida (Dem.), pro- 
vides for amendment of Section 601 (c) of the Revenue Act 
of 1932, relating to the import tax on crude petroleum, by 
adding at the end thereof a new paragraph as follows: 


(9) Under regulations prescribed by the Commissioner, with the 
approval of the Secretary, a refund may be allowed or made to the 
importer of so much of the amount of the tax paid upon the importation 
of crude petroleum under subsection (c) (4) as is attributable to that 
part of the imported crude petroleum which is used as material in the 
production of asphalt and/or road oils, if the importer has in his pos- 
session such evidence as the regulations may prescribe showing that 
(A) such asphalt or road oils has been delivered by the importer 
directly or indirectly to a state or political subdivision thereof for the 
construction and maintenance of roads, and (B) the importer has repaid 
or agreed to repay such part of such tax to such state or political 
subdivision thereof. The internal-revenue laws applicable to the refunds 
of taxes imposed by this title upon the sale of certain articles by the 
manufacturer, producer, or importer shall be applicable to refunds 
allowed or made under this paragraph. The provisions of this paragraph 
-— apply to importations of crude petroleum made on or after 
July 1, 1933. 


—Bill referred to the Committee on Il’ays and Means. 


Depreciation Allowance.—H. R. 11307, introduced by 
Rep. W. D. McFarlane of Texas (Dem.), would amend 
subsection (1) of Section 23 of the Revenue Act of 1934, as 
amended, by limiting a reasonable allowance for exhaus- 
tion, wear, tear, and obsolescence to “machinery and 
equipment” used in trade or business instead of having it 
applicable as under present law to “property used in the 


trade or business.” —Referred to the Ways and Means Com- 
mittee. 


Distributions by Corporations—Dividends.—H. R. 11306, 
introduced by Rep. W. D. McFarlane of Texas (Dem.), 
would broaden the meaning of the term “dividend” as used 
in Section 115 of the Revenue Act of 1934 by amendment 
of this section of the law to read as follows: 


(a) DEFINITION OF DivipEND.—The term “dividend” when used in this 
title (except in Section 203 (a) (4) and Section 207 (c) (1), relating 
to insurance companies) means any distribution made by a corporation 
to its shareholders, whether in money or in other property. 

(b) Source oF DistrisuTioNSs.—For the purposes of this Act every 
distribution is made out of earnings or profits to the extent thereof, 
and from the most recently accumulated earnings or profits, but a dts- 
tribution out of increase in value of property shall not be treated as a 
reduction of earnings or profits available for distribution.? 

(c) DistrisuTions 1n LiguipaTtion.—Amounts distributed in complete 
liquidation of a corporation shall be treated as in full payment in 
exchange for the stock, and amounts distributed in partial liquidation 

1This differs from the present law in omitting at the end of the 


sentence the phrase “out of its earnings or profits accumulated after 
February 28, 1913.” 


MISCELLANEOUS FEDERAL TAX BILLS 307 


of a corporation shall be treated as in part or full payment in exchange 
for the stock. The gain or loss to the distributee resulting from such 
exchange shall be determined under Section 111.3 In the case of 
amounts distributed (whether before January 1, 1934, or on or after 
such date) in partial liquidation‘ the part of such distribution which is 
properly chargeable to capital account shall not be considered a distri- 
bution of earnings or profits within the meaning of subsection (b) of 
this section for the purpose of determining the taxability of subsequent 
distributions by the corporation.5 


(d) DistripuTIONS By PERSONAL SERVICE CorporaTIONs.—Any distri- 
bution made by a corporation, which was classified as a personal-service 
corporation under the provisions of the Revenue Act of 1918 or the 
Revenue Act of 1921, out of its earnings or profits which were taxable 
in accordance with the provisions of Section 218 of the Revenue Act 
of 1918 or Section 218 of the Revenue Act of 1921, shall be exempt from 
tax to the distributees. 


(e) Stock DivipEenps.—A stock dividend shall not be subject to tax. 


(f) REDEMPTION oF Stocx.—If a corporation cancels or redeems its 
stock (whether or not such stock was issued as a stock dividend) at 
such time and in such manner as to make the distribution and cancela- 
tion or redemption in whole or in part essentially equivalent to the 
distribution of a taxable dividend, the amount so distributed in redemp- 
tion or cancelation of the stock ® shall be treated as a taxable dividend.’ 


(g) DEFINITION OF ParTIAL Ligu1paTION.—As used in this section the 
term “‘amounts distributed in partial liquidation’’ means a distribution 
by a corporation in complete cancelation or redemption of a part of its 
stock, or one of a series of distributions in complete cancelation or 
redemption of all or a portion of its stock. 


—Bill referred to the Ways and Means Committee. 


Duplicate Copies of Income Tax Returns.—H. R. 11365, 
provides for a penalty of $5 in the case of individuals 
and $10 in the case of a fiduciary, partnership, or corpora- 
tion for failure to file a copy of any income tax return for 
any taxable year beginning after December 31, 1934, that 
is required by law or regulations.—Enacted April 10, 1936; 
Public Act No. 510, 74th Cong. 


Excise Tax on Carriers and Income Tax Upon Their 
Employees.—H. R. 10664, introduced by Rep. Joseph P. 
Monaghan of Montana (Dem.), provides for amendment 
of Section 13 of the Act of Congress of August 29, 1935, 
entitled “An Act to levy an excise tax upon carriers and 
an income tax upon their emplovees, and for other pur- 
poses,” by addition of a provision forbidding Federal 
judges to declare the Act unconstitutional. Should a Fed- 
eral judge declare the Act unconstitutional it is provided 





2 The words in italics do not appear in the present law. The following 
concluding sentence of subsection (b) which is now law is omitted: 
“Any earnings or profits accumulated, or increase in value of property 
accrued, before March 1, 1913, may be distributed exempt from tax, 
after the earnings and profits accumulated after February 28, 1913, 
have been distributed, but any such tax-free distribution shall be applied 
against and reduce the adjusted basis of the stock provided in Sec- 
tion 113.” 


3 Here in the present law is a comma followed by the qualifying 
clause “but shall be recognized only to the extent provided in Sec- 
tion 112.” A bill, H. R. 11310, proposes striking out Section 112. 
Another difference here between the proposed amendment and _ sub- 
section (c) of present law is the omission of the sentence: ‘‘Despite the 
provisions of Sicten 117 (a), 100 per cent of the gain so recognized 
shall be taken into account in computing net income.” H. R. 11309 
provides for striking out Section 17 of the present law. 


4In the present law after the word “liquidation” the following 
parenthetical words appear: “other than a distribution within the pro- 
visions of subsection (h) of this section of stock or securities in con- 
nection with a reorganization.” 


5 Subsection (d) of Section 115 of the present law is omitted from the 
proposed amendment. Subsection (d) of the law now in effect reads 
as follows: 

“(d) Other Distributions from Capital—If any distribution (not in 
partial or complete liquidation) made by a corporation to its share- 
holders is not out of increase in value of property accrued before 
March 1, 1913, and is not out of earnings or profits, then the amount 
of such distribution shall be applied against and reduce the adjusted 
basis of the stock provided in Section 113, and if in excess of such 
basis, such excess shall be taxable in the same manner as a gain from 
the sale or exchange of property.” 


6 Subsection (f) of the proposed amendment is the same as _ sub- 
section (e) of present law except that after the word “stock” there is 
omitted the following phrase: “to the extent that it represents a 
distribution of earnings or profits accumulated after February 28, 1913.” 

7 The proposed amendment omits entirely subsection (h) of the pres- 
ent law reading: 

“Distribution of Stock on Reorganization—Effect on Future Dis- 
tributions.—The distribution before January 1, 1934, in pursuance of a 
plan of reorganization, by or on behalf of a corporation a party to the 
reorganization, of its stock or securities or stock or securities in a 
corporation a party to the reorganization, if no gain to the distributee 
from the receipt of such stock or securities was recognized by law, 
shall not be considered a distribution of earnings or profits within the 
meaning of this section for the purpose of determining the taxability 
of subsequent distributions by the corporation. As used in this sub- 
section, the terms ‘reorganization’ and ‘party to a reorganization’ shall 
have the meanings assigned to such terms in Section 112 of the Revenue 
Act of 1932.” As previously stated in note 3, above, H. R. 11310 
provides for striking out Section 112. 
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that thereby he shall be held to have vacated his office and 
the President of the United States is authorized to nomi- 
nate a successor to fill the position vacated by such judicial 
officer.—Referred to the Vays and Means Committee. 


Excise Tax on Oils.—H. R. 12167, introduced by Rep. 
John J. O’Connor of New York (Dem.), provides for 
amendment of Section 601(c)(4) of the Revenue Act of 
1932, adding as taxable oils that of “white oil under what- 
ever name known conforming to Petrolatum Liquidum 
U. S. Pharmacopoeia” at the rate of 12 cents per gallon.— 
Referred to the Committee on Finance. A similar bill was 
introduced in the Senate (S. 4459) by Senator Royal S. 
Copeland of New York (Dem.). 


Excise Tax on Whale Oil.—S. 4274, introduced by Sena- 
tor Royal S. Copeland of New York (Dem.), would remove 
whale oil used for industrial purposes from the list of oils 
taxable under Section 601 (c) of the Revenue Act of 1932, 
as amended.—Referred to the Committee on Finance. 


Exclusions from Gross Income.—H. R. 11568, introduced 
by Rep. Abe Murdock of Utah (Dem.), would amend Sec- 
tion 22, paragraph (b) (7) of the Revenue Act of 1934, to 
add to the items which are exempt from taxation, bv 
addition of the following sentence: “State workmen’s 
compensation funds and income accruing to officers and 
employees administering such funds: Provided, That any 
taxes imposed by the Revenue Act of 1934 or prior Reve- 
nue Acts upon any individual in respect of amounts re- 
ceived by him as compensation for personal services as an 
officer or emplovee of any state workmen's compensation 
fund, shall, subject to the statutory period of limitations 
properly applicable thereto, be abated, credited, or re- 
funded.”—Referred to the Committee on Hays and Means. 


H. R. 11553, introduced by Rep. Frank H. Buck of Cali- 
fornia (Dem.), would amend Sections 116 and 22(b)(7) of 
the Revenue Acts of 1932 and 1934 so as to exclude from 
taxable income gains realized by purchase of special as- 
sessment obligations at a discount and accepted by a spe- 
cial assessment district in payment of an assessment levied 
by the district against the property of the taxpayver.— 
Referred to the Committee on Il’ays and Means. 


Exemption of Farmers’ Cooperative Associations. — 
H. R. 12192, introduced by Rep. Fred J. Sisson of New 
York (Dem.), provides for amending Section 101(12) of 
the Revenue Act of 1934, as amended, to extend the 
exemption from income taxes to farmers’ cooperative asso- 
ciations even though capital stock is issued, if the divi- 
dend rate on such stock is fixed at not to exceed the 
legal rate of interest in the state of incorporation or 8 per 
cent per annum, whichever is greater, on the value of the 
consideration for which the stock was issued, and if at 
least 75 per cent of all such stock (other than nonvoting 
preferred stock, the owners of which are not entitled or 
permitted to participate, directly or indirectly in the profits 
of the association, bevond the fixed dividends) is owned 
hy producers who market their products or purchase their 
supplies through the association; it is further provided that 
exemption shall not be denied because there is accumulated 
and retained a reserve required by state law or a reason- 
able reserve for any necessary purpose.—Referred to the 
Hays and Means Committee. 


Fuel Oil Tax.—H. R. 12161, introduced by Rep. Patrick 
J. Boland of Pennsylvania (Dem.), would levy a tax of 1 
cent a gallon on the sale of fuel oil to any person for use 
in the generation of heat or power but not for use as fuel 
for an internal combustion engine.—Referred to the Il"avs 
and Means Committee. 


Government Counsel in Associated Gas and Electric, and 
Mitchell Cases.—H. R. 11615, introduced by Rep. Hatton 
W. Sumners of Texas (Dem.), waives the provisions of 
sections 109 and 113 of the Criminal Code of the United 
States, as amended (U. S. C., title 18, secs. 198 and 203), 
section 190 of the Revised Statutes of the United States 
(U.S. C., title 5, sec. 99), or any other Act of Congress 
forbidding officers or employees or former officers or em- 
ployees of the United States from acting as counsel, at- 
torney, or agent for another before any court, department, 
or branch of the Government, or from receiving or agree- 
ing to receive compensation therefor in two cases—as to 
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attorneys or counselors specially employed, retained, or 
appointed by the Attorney General or under authority of 
the Department of Justice to assist in conduct of legal 
proceedings pertaining to the unpaid tax liability of Asso- 
ciated Gas and Electric Company and its corporate affili- 
ates and to assist in the conduct of the case of Commissioner 
of Internal Revenue against Charles E. Mitchell, including all 
proceedings therein and any other case or proceeding, 
appellate or otherwise, that may arise out of or pertain to 
the tax liability of said taxpayers.—Referred to the Com- 
mittee on Judiciary. 


Information by Corporations as to Compensation of 
Officers and Employees.—H. R. 11376, introduced by Rep. 
Allen T. Treadway of Massachusetts (Rep.), provides for 
repeal of subsection (d) of Section 148 of the Revenue 
Act of 1934, as amended, relating to publicity of compen- 
sation paid to officers and employees of corporations in 
excess of $15,000 per annum.—Referred to the Committee on 
lH’ays and Means. 


Interest—Deduction from Gross Income.—H. R. 11312, 
introduced by Rep. W. D. McFarlane of Texas (Dem.), 
provides for amendment of Section 23(b) of the Revenue 
Act of 1934 to exclude as a deduction from gross income 
interest on “indebtedness incurred or continued, or thie 
proceeds of which were used, in connection with the pur 
chasing or carrying of an annuity.”—Referred to the Il ays 
and Means Committee. 


Jewelry Tax.—H. R. 11377, introduced by Rep. Richard 
M. Duncan of Missouri (Dem.), would amend Section 605 
of the Revenue Act of 1932, relating to the tax on jewelry, 
by adding a new paragraph proving that ‘a retail jeweler 
who assembles completely finished component parts of 
jewelry shall not be considered a manufacturer or pro- 
ducer; except as to completely finished component parts 
of jewelry purchased by him tax-free by virtue of Sec- 
tion 620, subsequent to June 20, 1932, and prior to the 
effective date of this paragraph, which parts shall be tax- 
able upon the basis of the manufacturer’s, producer’s, or 
importer’s sales price to him.”—Referred to the Il’ays and 
Means Committee. 


Net Income in Case of a Corporation Liquidation.—H. R 
12354, introduced by Rep. Paul H. Maloney of Louisiana 
(Dem.), provides for modification of the basis for com 
puting net income in the case of a corporation following 
the sale of its business to another corporation, under Sec 
tion 115(c) of the Revenue Act of 1934, by adding a third 
sentence to that section of the law, reading as follows: 
“except that Section 117(a) shall apply in computing net 
income in case the liquidation of the corporation followed 
a sale of its business to another corporation, if the selling 
corporation and its distributees neither before nor after 
the sale have any interest, direct or indirect, in the pur- 
chasing corporation.”—Referred to the Il’ays and Means 
Committee. 


Net Income of Life Insurance Companies.—H. R. 11311, 
introduced by Rep. W. D. McFarlane of Texas (Dem.), 
provides for amendment of Section 203(a)(2) of the Reve- 
nue Act of 1934, relating to the reserve funds of life insur- 
ance companies, by changing the first sentence to read as 
follows: 

The amount of interest required by State law and approved by th« 
State commissioner to be added to the reserve fund for the protection 
of the policyholders. 

The sentence which the amendment would replace reads: 

An amount equal to 4 per centum of the mean of the reserve funds 
required by law and held at the beginning and end of the taxable year. 
except that in the case of any such reserve fund which is computed at 


a lower interest assumption rate, the rate of 334 per centum shall be 
substituted for 4 per centum. 


—Bill referred to the Il’ays and Means Committee. 


Oleomargarine Taxation.—H. R. 11725, introduced by 
Rep. Walter M. Pierce of Oregon (Dem.), provides for 
increase in the rate of tax on oleomargarine to 5 cents per 
pound where the ingredients are produced within the 
United States and 7% cents per pound if containing any 
ingredients not produced within the United States—Re- 
ferred to the Committee on Agriculture. 


Under H. R. 12010, introduced by Rep. John Taber of 
New York (Rep.), the tax on oleomargarine would be in- 
creased to 6 cents a pound and in the case of oleomar- 
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varine made from ingredients not produced in the United 
States the rate would be 8 cents a pound.—Referred to the 
Committee on Agriculture. 


Pilchard Processing Tax.—S. 4141, introduced by Sena- 
tor William G. McAdoo of California (Dem.), is a bill 
providing for Federal conservation of the pilchard fishery 
on the high seas contiguous to the United States outside 
of state jurisdiction, to be effected in part by making it 
unlawful to process or to deliver such fish without con- 
forming to certain regulations stipulated in the bill, and 
being licensed, the license fee being $100 per vear. Fur- 
thermore, a privilege tax of 2% cents for each hundred 
pounds would be levied, payable by each processing plant 
operating under a permit as provided in the bill—Referred 
to the Committee on Commerce. 


Processing Taxes—Recovery of AAA Taxes Which Were 
Not Paid into the Treasury of the United States but Re- 
turned to Processors.—H. R. 11534, introduced by Rep. 
Guy M. Gillette of Iowa (Dem.), provides for declaring 
processing taxes on basic agricultural commodities col- 
lected by processors under the provisions of the AAA, as 
amended, and proclamations issued thereunder, and not 
paid into the United States Treasury, to be trust funds, 
and providing for reporting and paying same into the 
‘Treasury of the United States, and providing certain rules 
of evidence to such trust funds, their collection and dis 
position. 


At any time within three years after the enactment of 
the bill, any person or firm claiming ownership in whole 
or in part to any of the money paid into the Treasury 
under the measure would be authorized to institute pro- 
ceedings for establishment of his claims and recovery. 
After the passage of three years from the date of the 
enactment of this bill, all sums of money paid into the 
trust fund, against which no suit for recovery has been 
instituted, and all sums against which suits for recovery 
have been instituted and judgment rendered adversely to 
claimants, and all sums against which suit for recovery may 
have been instituted and judgment adverse to claimant 
rendered subsequent to the expiration of the three-year 
period, shall escheat to the United States and be credited 
to the Agricultural Department appropriation, and the 
claim of any person to such funds shall be forever barred. 

Referred to the Committee on Agriculture. 

H. R. 11535, introduced by Rep. R. T. Buckler of Minne- 
sota (Farm.-Lab.), is a measure to enable consumers and 
farmers to recover from processors the amounts of proc- 
essing taxes which were passed on by the processors to 
such consumers and farmers, but which have been turned 
over to the processors by the courts. Jurisdiction is con- 
ferred upon the several District Courts of the United States 
to entertain recovery suits. Any number of consumers and 
farmers or other persons to whom such taxes have been 
passed on could assign their right to recover the amounts 
of such taxes passed on to and paid by them to any co- 
operative association or to any assignee or trustee, with 
authority to prosecute such suits in their behalf. 


It is further provided that any processor to whom im- 
pounded processing or other taxes levied under the AAA, 
as amended, have been paid over may file a petition with 
any Federal district court voluntarily turning over to such 
court the amount of such processing or other taxes passed 
on by such processor to farmers and consumers, but repaid 
to the processor, and may request the court to determine 
to whom such taxes have been passed on, and to distribute 
the funds deposited in court to the persons entitled to 
them. No suits could be maintained against any processor 
who shall have filed such a petition and shall have depos- 
ited the full amount of such taxes with the court.—Referred 
to the Committee on Agriculture. 


Processing Tax on Certain Oils—H. R. 11664, intro- 
duced by Rep. Harold Knutson of Minnesota (Rep.), pro- 
vides for amendment of Section 602% of the Revenue Act 
of 1934, imposing a processing tax on certain oils, to fix 
rates as follows: On the first domestic processing of coco- 
nut oil, sesame oil, palm oil, palm-kernel oil, perilla oil, 
rapeseed oil, hempseed oil, kapokseed oil, babassu oil, im- 
ported cottonseed oil, sunflower seed oil or any combination or 
mixture containing a substantial quantity of such oils with 
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respect to which there has been no previous first domestic 
processing, a tax of 5 cents per pound. 


Also the bill would amend Section 601 (c) of the Rev- 
enue Act of 1932, as amended, imposing manufacturers’ 
excise taxes by adding a new paragraph providing for a 
tax at the rate of 5 cents per pound on imports of soybean 
oil, and any combination or mixture containing a substan- 
tial quantity of such oil.—Referred to the Ways and Means 
Committee. 


S. 4267, introduced by Senator Henrik Shipstead of Min- 
nesota (Farm.—Lab.), provides for changing the process- 
ing tax rate on certain oils and increases the list of taxable 
oils by the addition of perilla oil, rapeseed oil, kapokseed 
oil, hempseed oil and Babassu oil—Referred to the Com- 
mittee on Finance. 


Publicity of Tax Returns.—H. R. 11364, introduced by 
Rep. John W. Boehne, Jr. of Indiana (Dem.), is a bill 
to repeal Section 55 (b) of the Revenue Act of 1934, as 
amended, relating to inspection of income tax returns 
by officials, bodies, and commissions of states.—Referred 
to the Ways and Means Committee. 


Recognition of Gain or Loss.—H. R. 11310, introduced 
by Rep. W. D. McFarlane of Texas (Dem.), would amend 
the Revenue Act of 1934 by striking out Section 112, which 
provides that no gain or loss shall be recognized in the 
case of certain exchanges solely in kind and gain or loss 
from exchanges solely in kind involved in a reorganization, 
and from involuntary conversions of property.—Referred 
to the ays and Means Committee. 


Refund of Taxes Collected under the Bankhead Cotton 
Act and Redemption of Certain Exemption Certificates 
Issued Thereunder.—H. J. Res. 508, introduced by Rep. 
Carl Vinson of Georgia (Dem.), provides for refund of 
any taxes collected and abatement of any taxes assessed 
but not collected under the Bankhead Cotton Act, ap- 
proved April 21, 1934, as amended, and redemption of tax- 
exemption certificates applicable with respect to any crop 
vear issued under the Act held by any producer which 
represent an amount of cotton in excess of the tax-exempt 
cotton allotted to such producer under the Act for such 
year.—Referred to the Committee on Agriculture. 


Secret Service Reorganization.—H. R. 11452, introduced 
by Rep. Robert L. Doughton of North Carolina (Dem.), 
chairman of the House Ways and Means Committee, is 
designed to provide for the more adequate protection of 
the revenue and a more effective enforcement of the reve- 
nue and other laws by means of a reorganization of the 
Secret Service so as to make the chief of the Secret Service 
Division of the Treasury Department an appointee and 
under the direct supervision and control of the Secretary 
of the Treasury. The bill provides for a salary of $10,000 
per annum for the Secret Service head. 

As provided in the bill, there would be in the Secret 
Service Division a Liquor Enforcement Section, a Counter- 
feiting Section, a Customs Section, a Section of Personnel, 
a Section of Narcotics. The Secretary of the Treasury 
would be authorized to appoint one assistant chief and 
five deputies in charge of the several sections. 


The present Enforcement Division of the Alcohol Unit 
of the Bureau of Internal Revenue, the Customs Agency 
Service of the Bureau of Customs and the Bureau of 
Narcotics of the Treasury Department would be abolished 
as would also the offices of Assistant Deputy Commissioner 
of Internal Revenue in charge of the Enforcement Division 
of the Alcohol Unit; Deputy Commissioner of Customs in 
charge of the Customs Agency Service; Assistant Deputy 
Commissioner of Customs, Customs Agency Service; Com- 
missioner of Narcotics; and Deputy Commissioner of Nar 
cotics.—Referred to the Il’ays and Means Committee. 


Stamp Tax on Sales and Transfers of Stock.—H. R. 
12324, introduced by Rep. Frank H. Buck of California 
(Dem.), would amend Section 723(a) of the Revenue Act 
of 1932, so as to reduce the stamp tax rates on stock 
transfers after July 1, 1917, to 2 cents per share where the 
selling price is under $20 and to 4 cents per share where 
the selling price per share is $20 or over. (The respective 
rates are now 4 cents and 5 cents.)—Referred to the I’ays 
and Means Committee. 
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State Taxation of National Banks.—S. 4209, introduced 
by Sen. Duncan U. Fletcher of Florida (Dem.), would 
amend subdivision (b) of paragraph 1 of section 5219 of 
the Revised Statutes, relating to state taxation of national 
banking associations, to read as follows: 

(b) In the case of a tax on said shares, no tax burden shall be 


imposed in any taxing district upon the said shares greater than the 


average burden imposed in that district on other taxable intangible 
personal property therein. 


The bill proposes also the addition of the following new 
paragraph: 


As a further condition upon the exercise of the permission for state 
taxation of national banking associations, their net income, shares, or 
dividends thereon, state banks or trust companies which are members 
of a Federal Reserve bank shall not be taxed at a greater rate than 
national banking associations, their net income, shares, or dividends 
thereon are taxed by the taxing state as provided by this section. 


Bill referred to the Committee on Banking and Currency. 


Steamship Ticket Tax.—H. R. 11693, introduced by Resi- 
dent Commissioner Santiago Iglesias of Puerto Rico, pro- 
vides for amendment of subdivision 5 of Schedule A of 
Title VIII of the Revenue Act of 1926, as amended, to 
exempt persons traveling between Puerto Rico and the 
continental United States from the payment of a stamp 


tax on steamship tickets.—Referred to the Committee on 
IVays and Means. 


Taxation of United States Securities.—S. Res. 256, intro- 
duced by Senator J. Hamilton Lewis of Illinois (Dem.), 
would commit Congress to enactment of legislation making 
taxable either the interest or principal of United States 
bonds held through purchase or transfer. The resolution 
states that the estimated amount of Government bonds 
exempt from any direct taxation is 20 billion dollars.— 
Ordered to lie on the table. 


Tax Exemption.—S. 3410, introduced by Sen. William G. 
McAdoo of California (Dem.), and H. R. 11327, introduced 
by Rep. John F. Dockweiler of California (Dem.), provide 
for exemption from taxation of receipts from the operation 
of Olympic Games if donated to the state of California, 
the city of Los Angeles, and the county of Los Angeles.— 
Senate bill reported by Sen. Harrison of the Committee on 


Finance, without amendment; House bill referred to the Com- 
mitlee on Il’ays and Means. 


Tax Returns.—S. 4257, introduced by Senator David I. 
Walsh of Massachusetts (Dem.) is a bill to amend Section 
51 (a) of the Revenue Act of 1934 to provide that indi- 
vidual income-tax returns may be made under oath or 
accompanied by a written declaration that they are made 
under the penalties of perjury.—Referred to the Committee 
on Finance. 





Tobacco Taxes Under Revenue Act of 1926.—H. R. 11506, 
introduced by Rep. Henry Ellenbogen of Pennsylvania 
(Dem.), provides for the addition of a new schedule, one 
for cigars retailing at not more than two for five cents, 


with a tax rate of $1 per thousand.—Referred to the II’ays 
and Means Committee. 


Court Decisions 
(Continued from page 293) 


Corporations Exempt from Income Tax.—A cooperative 
bookstore whose business is conducted for the accommo- 
dation of the students and faculty of Leland Stanford 
Junior University, membership in the association being 
restricted to the faculty of the university who pay a mem- 
bership fee of $1, is not exempt as an educational institution 
by reason of the fact that a part of its profits inures to 
the benefit of private shareholders or individuals. The 
profits are in part accumulated in a reserve for working 
capital and emergencies such as earthquake and fire, and in 
part distributed to such customers (including the faculty 
members) as turn in their purchase receipts. A dissenting 
opinion was filed by Associate Justice Groner.—U. S. Court 
of Appeals for the District of Columbia in The Stanford 
University Bookstore v. Guy T. Helvering, Commissioner of 
Internal Revenue. No. 6529. 


Decision of Board of Tax Appeals, 29 BTA 1280, affirmed. 





Credits Against Tax.—The Court holds that the statutory 
limitation on the credit for taxes allowed by Section 238(e) 
of the 1921, 1924 and 1926 Acts applies to the credit for 
taxes “deemed to have been paid” as to each subsidiary 
separately and that taxpayer is entitled only to the sum 
of such credits. The Court overrules taxpayer’s conten- 
tion that the credit should be limited to the same pro- 
portion of the tax against which the credit is claimed as 
the aggregate amount of all dividends from the foreign 
corporations bears to the entire net income of the tax- 
payer.—U. S. District Court, District of Massachusetts, in 
United Shoe Machinery Corporation v. Thomas II’. |Vhite, 
Collector; United Shoe Machinery Corporation, v. Malcolm 
E. Nichols, Collector. Nos. 4977, 4978 Law. 


Deficiencies in Tax: Surety Payment.—On authority of 
Maryland Casualty Co. v. U. S., 76 Fed. (2d) 626, the Court 
holds that a surety on a bond for payment of income taxes 
is liable for interest only at the legal rate fixed in the State 
law (7 per cent) on the tax due, from the date on which 
the Government made demand for payment on the surety. 
—U. S. District Court, Southern District of California, 
Central Division, in The United States of America v. Albert 
J. Rigali and Fidelity & Deposit Company of Maryland, a Cor- 
poration. No. 6934-J. 


Depletion Deductions.—Petitioner, having sold in 1927 
his interest in oil and gas rights for cash and the right to 
share in the proceeds of the oil and gas produced (after 
purchasers had recovered a certain sum), is entitled to a 
percentage depletion deduction as to his income in 1927 
and 1928 from the sale of oil produced.—U. S. Circuit Court 
of Appeals, Fifth Circuit, in Commissioner of Internal Rev- 
enue v. Clayton W. Williams. No. 7826. 

Petition to review unpublished memorandum decision of 
Board of Tax Appeals denied. 


Percentage depletion deduction claimed by petitioner 
for 1929, upon income received from assignee of its oil 
lease, constituting payments payable “out of one-half of 
the net proceeds of all production from the demised prem- 
ises,” is allowed. Alexander v. Continental Petroleum Co., 
63 Fed. (2d) 927, followed.—U. S. Circuit Court of Appeals, 
Ninth Circuit, in Commissioner of Internal Revenue v. Elliott 
Petroleum Corporation. No. 7892. 


Memorandum decision of Board of Tax Appeals affirmed. 


Board of Tax Appeals properly held that the Commis- 
sioner, as well as the taxpayer, has the right to revise 
the estimate of recoverable oil reserves for the purpose 
of determining the depletion rate for any year if such 
estimates are materially erroneous.—U. S. Circuit Court of 
Appeals, Third Circuit, in Big Four Oil and Gas Company 


v. Commissioner of Internal Revenue. No. 5295. March 
term, 1934. 


Decision of the Board of Tax Appeals, 27 BTA 61, af- 
firmed. 


Distributions by Corporations.—‘Debenture preference 
stock” issued by the taxpayer in 1927, upon its incorpora- 
tion, was an evidence of indebtedness rather than stock, 
and payments thereon in 1930 at the rate of 6 per cent per 
annum were deductible as interest paid. “Here there was 
no usurious contract to be avoided, but there was a reason 
personal to the parties concerned, namely, that Aaron 
Holtz [to whom the “stock” was issued] was unwilling to 
become an investor in the corporation to be formed, but 
was willing to lend it money and the transaction was placed 
in that form so as to preserve the corporation’s credit. 
Further, the corporation bound itself to redeem this deben- 
ture preference stock at a minimum of $1500 per month 
* * * which indicated that these certificates were con- 
sidered a debt.”—U. S. Circuit Court of Appeals, Ninth 
Circuit, in Commissioner of Internal Revenue v. The Proctor 
Shop, Inc. No. 7735. 

Decision of Board of Tax Appeals, 30 BTA 721, affirmed. 


Erroneous Credits—Estoppel.—l. Recovery of taxes 
should be allowed where the collector credited payments 
for 1918 and 1919 against a barred additional tax for 1917. 
Section 607 of the 1928 Act provides for the crediting or 
refunding of an “overpayment” of tax. “The tax here in 
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controversy was collected, was paid, by the credit. To 
hold that it was not an ‘overpayment’ within the meaning 
of Section 607 would be contrary to the spirit and purpose 
of the statute.” 


2. Taxpayer was not estopped to sue for a refund of 1917 
taxes which the Commissioner satisfied by applying a 1918 
overpayment against them. The Commissioner notified it 
of his intention to apply the overpayment in this manner 
and gave taxpayer an opportunity to protest but taxpayer 
failed to do so.—U. S. Circuit Court of Appeals, Sixth 
Circuit, in The United States of America v. The John Gal- 
lagher Company. No. 6926. 

Decision of U. S. District Court, North. Dist. of Ohio, 
East. Div., affirmed. 


Estoppel.—Where taxpayer applied for special assess- 
ment under the 1918 Act and in connection therewith 
consented to the disallowance of certain salaries, and where 
refunds were made to the employees to adjust the dis- 
allowance of the deduction to the taxpayer, it is estopped 
to sue for recovery of the taxes paid where collection of 
the refunds paid to the employees is outlawed.—U. S. 
District Court, Northern District of Ohio, Western Divi- 
sion, in S. W. Flower Company v. U. G. Denman, Admin- 
istrator, etc. At Law No. 3846. 


Excise Tax on Toilet Preparations.—Bottled preparation, 
widely recognized as a standard and powerful antiseptic, 
and labeled on the base of the bottle as being a “powerful 
nonpoisonous antiseptic for open wounds,” etc., was not 
taxable as a toilet preparation under section 603 of the 
1932 Act merely because the back face of the bottle con- 
tained directions for use as mouth wash, nasal spray, dental 
uses, etc. The manufacturer’s catalogue shows that “where 
this solution is used as a tooth paste it is put, as such 
toilet articles are, in a collapsible tube.”—U. S. Circuit 
Court of Appeals, Third Circuit, in Sharp & Dohme, Inc. v. 
Albert H. Ladner, Jr., Collector of Internal Revenue. Oct. 
term, 1935. No. 5917. 


Decision of District Court, East. Dist of Penn., reversed. 


Exclusions from Gross Income: Compensation from 
Board of Park Commissioners of the City and County of 
San Francisco.— Compensation received in 1928 to 1931 for 
services rendered as secretary of the Board of Park Com- 
missioners of the City and County of San Francisco, Cali- 
fornia, is exempt from Federal income tax, the court 
holding that the maintenance of parks in California is a 
governmental function of the State—U. S. Circuit Court 
of Appeals, Ninth Circuit, in Commissioner of Internal Rev- 
enue v. Bernard Peter Lamb. No. 7995. 


Memorandum decision of Board of Tax Appeals affirmed. 


Exclusions from Gross Income—Individual Income 
under California Law.—l. Compensation received by a 
law partnership for legal services rendered to California 
reclamation districts is not exempt, as the partners were 
not employees of the districts. 

2. Warrants received before July 29, 1927 for legal serv- 
ices rendered before that date were not divisible with the 
California attorneys’ wives, although the warrants were 
not cashed until after July 29, 1927 by petitioners, who 
were on the cash basis.—U. S. Circuit Court of Appeals, 
Ninth Circuit, in Robert T. Devlin, William H. Devlin, Mary 
E. Devlin, and Anna C. Devlin, v. Commissioner of Internal 
Revenue. No. 7935. 


Memorandum decision of Board of Tax Appeals affirmed. 


Federal Estate Tax.—1. Gross estate includes the value of 
property transferred in trust by decedent in his lifetime, 
where he reserved the right to change the beneficiaries’ 
shares and to designate additional beneficiaries (except 
himself). 

2. No deduction from the gross estate is allowable for 
contribution of a contingent bequest to charity of all of 
decedent’s property remaining after the death of his wife, 
she having been given the power during her life “to sell, 
convey, assign, transfer, collect, invest, and re-invest the 
same, or any part thereof, or the proceeds thereof, or any 
part thereof.” Although she had a large separate estate 
of her own, and was earnestly interested in the particular 
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charity mentioned in her husband’s will, these facts are 
not sufficient, in the light of the broad powers given to 
her in her husband’s will, to enable anyone to determine 
the value of the remainder to charity. Ithaca Trust Co. v. 
U. S., 279 U. S. 151, distinguished.—U, S. District Court, 
Southern District of California in Nella |Vilde Meade, Indi- 
vidually and as Executrix of the Estate of Wiliam Meade, 
Deceased, et al. v. Galen H. Welch, Collector. No. 4071-M. 


Where decedent during her lifetime entered into a written 
agreement to contribute $250,000 to the University of 
3uffalo (which is operated exclusively for scientific, etc., 
purposes, and no part of its earnings inures to any private 
stockholder or individual) and had paid $150,000 prior to 
her death, the balance of $100,000 (paid by her executor 
after her death) was not part of her gross estate, there 
having been a deductible “transfer” as to such an amount 
within the meaning of Section 303(a)(3) of the 1926 Act. 
—U. S. District Court, Western District of New York, in 
Thomas B. Lockwood, as Executor of the Last Will and 
Testament of Marion Birge Lockwood, Deceased, v. George T. 
McGowan, Collector of Internal Revenue for the Twenty- 
eighth District of New York. At Law No. 1743-A. 


Where insurance policies issued in 1927 on the decedent’s 
life were payable to his wife, and the insured reserved 
the right to change the beneficiary, but the beneficiary paid 
more than half the premiums, that portion of the insurance 
proportionate to the premiums paid by the beneficiary 
was not “taken out by the decedent,” and was not part 
of the gross estate of the decedent who died in 1928. 


The Court holds that the construction of the Commis- 
sioner in Art. 25 of Reg. 70 that insurance proceeds are 
excluded in the proportion that the premiums were paid 
by the beneficiary is more consonant with the law than 
the provision of Art. 25 of Reg. 80 which excludes such 
insurance only where the insured retained no incidents 
of ownership in the policy. Congress having reenacted the 
insurance section after the first interpretation by the Com- 
missioner, the courts will accept such construction unless 
it is plainly erroneous. 


The fact that two other policies were conditioned on the 
beneficiary surviving the insured did not make them part 
of the gross estate. The reserved power to borrow on 
these policies did not affect the situation as under state 
law the insured could borrow only with the consent of 
the beneficiary —U. S. Circuit Court of Appeals, Eighth 
Circuit, in Susan Rogers |WValker v. United States of America. 
No. 10,415. March term, 1936. 

Decision of the District Court for the District of Minne- 
sota (June 14, 1935) reversed. 


A transfer in trust during decedent’s lifetime, the prop- 
erty to go to a religious organization on compliance with 
certain conditions, was not deductible from the gross estate 
of the decedent. The Court holds that the gift was based 
upon conditions precedent which had not been complied 
with at the time of decedent’s death in 1931.—U. S. Circuit 
Court of Appeals, Tenth Circuit, in The United States of 
America v. Fourth National Bank in IVichita, Wichita, Kansas, 
Executor of the Estate of Howard E. Case, Deceased. No. 
1327, Jan. term, 1936. 


Decision of the U. S. District Court, District of Kansas, 
reversed on this issue. 


The decedent, after creating irrevocable trusts for the 
benefit of his children, assigned and delivered to the trus- 
tees certain policies of insurance on his life, the trustees 
being designated as beneficiaries. In two of the policies 
he waived the right during the continuance of the trustee- 
ship of the named trustees to change the beneficiaries. He 
died in 1929 when he had the unfettered power to change 
the beneficiaries by reason of the fact that the original 
trustees had ceased to exist. Therefore, pursuant to Art. 
27, Reg. 70, that proportion of the proceeds of the two 
policies attributable to the premiums paid directly by the 
insured should be included in the insured’s gross estate, 
excluding that proportion paid by the trustees out of the 
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trust income. Since such payments discharged no obli- 
gation of the grantor, there is no ground for saying that 
the premiums were paid by the insured indirectly.—U. S. 
Circuit Court of Appeals, Second Circuit, in Guy T. Helver- 
ing, Commissioner of Internal Revenue v. Martha D. Reybine, 
Executrix of Last IVill and Testament of Alpheus Reybine, 
Deceased. 

Decision of Board of Tax Appeals, 31 BTA 314, reversed. 


Gain or Loss Arising from Sale of Stock Acquired from 
a Nontaxable Reorganization—Basis for Computation.— 
Where the taxpayer, in 1929, exchanged stock which had 
been acquired in separate lots and at different prices, for 
other shares in a corporate reorganization, the cost of some 
particular lot of old shares may not be allocated to some 
particular lot of new shares by application of the first in, 
first out rule. The Court upholds the Board in determining 
that the total cost of the old shares must be allocated 
equally to the new shares.—U. S. Circuit Court of Appeals, 
Seventh Circuit, in Commissioner of Internal Revenue v. 
Martha A. Bolender. No. 5630. Oct. term, 1935, Jan. ses- 
sion, 1936. 


Memorandum opinion of Board of Tax Appeals affirmed. 


Gain or Loss: Recognition of Gain or Loss in Reorgan- 
ization.— One transaction in reorganization, and not three 
separate transactions, occurred where (1) petitioners ex- 
changed a part of their common stock in a going corpo- 
ration for preferred stock in a new corporation (2) on the 
same date they transferred the remainder of their common 
stock to the old corporation for cash, and (3) one week 
later they exchanged “special” stock (which they had pre- 
viously received from the old corporation as a stock divi- 
dend) for common stock of the new corporation. The 
various transactions, including the issue of the special stock 
dividend stock, were interdependent, and the carrying out 
of the plan as a whole was the real consideration for each 
of the transfers. A reorganization under the 1928 Act 
being involved, the gain from the three steps considered 
as one transaction is taxable to the extent of the cash 
received.—U. S,. Circuit Court of Appeals, Fourth Circuit, 
in Frank C. Starr, v. Commissioner of Internal Revenue; 
Edward C. True and Adele Dohme True, his wife, v. Com- 
missioner of Internal Revenue; Alfred R. L. Dohme, v. Com- 
missioner of Internal Revenue. No. 3931-3933. 

Decision of Board of Tax Appeals, 31 BTA 671, reversed. 


Gifts: Tax Liability Upon Sale of Ostensible Gifts by 
Alleged Donor.—Petitioner, who owned shares of stock 
and desired to make a gift to his minor children, took 
certain certificates of stock from his safety deposit box, 
and, without endorsing the certificates, placed them in four 
envelopes each bearing the name of one of his children, 
and placed the envelopes in his safety deposit box. Peti- 
tioner thereafter, in 1930, sold the stock, placing the pro- 
ceeds to his children’s credit. The Court holds that the 
gift was not of stock, but of the proceeds from the sale 
of the stock, and that the donor is taxable on the net 
profit derived from the sale. Dissenting opinion filed.— 
U. S. Circuit Court of Appeals, Fifth Circuit, in Adolph 
Weil v. Commissioner of Internal Revenue. No. 7776. 


Petition for review of Board of Tax Appeals decision, 
31 BTA 899, denied. 





Identification of Shares of Stock Sold.—‘“First in, first 
out” rule should have been applied in determining the 
profit from the sales of petitioner’s stock in 1930 by his 
brokers. He had placed with his brokers certain stock as 
collateral for certain other stock purchased on margin at 
different dates in 1929, all of which had been commingled. 
Under arrangements made with the brokers, when they 
received instructions to sell the amount of stock in ques- 
tion, they had no option as to which stock was to be sold 
but were obligated to sell the margin stock. There being 
no satisfactory evidence as to which of the margin shares 
petitioner intended to sell, the “first in, first out” rule laid 
down in Art. 58, Reg. 74, was applicable —U. S. Circuit 
Court of Appeals, Second Circuit, in Max F. Millikan v. 
Commissioner of Internal Revenue. 

Unpublished memorandum decision of Board of Tax 
Appeals reversed. 

“First in, first out” rule is properly applicable to the 
sale in 1930 by taxpayer of shares of stock, despite his 








THE TAX MAGAZINE 


intention to sell those last acquired, where by reason of his 
acquisition of stock dividend shares and his method of 
handling all his shares by placing them in and withdrawing 
them from an envelope he was unable to determine which 
shares he had actually sold. “It is well settled that where 
a taxpayer has stock in his possession and deliberately 
delivers certain shares in consummation of a sale, he can 
not afterwards say in computing tax liability that he in- 
tended to sell other shares.”"—U. S. Circuit Court of Ap- 
peals, Tenth Circuit, in George Vawter v. Commissioner of 
Internal Revenue. Jan. term, 1936. No. 1300. 

Decision of Board of Tax Appeals, 31 BTA 884, affirmed. 


Invested Capital Under the 1917 Act.—Invested capital 
of a reorganized partnership for 1917 does not include 
so-called “special capital,” which consists of accumulated 
profits of the old partnership for prior years which were 
left in the business, but which, under the partnership agree- 
ment, were considered as a debt due from the partnership 
to the partners, and in the event of liquidation of the firm, 
were to be repaid to the partners before any distribution 
of the firm assets. 

Invested capital includes the value of contracts, worth 
$157,900, which were paid in by the partners for interests 
in the reorganized partnerships, such value being limited 
to 20 per cent of the general capital of $100,000 plus the 
value of these intangibles of $157,900. Such value should 
be depreciated, for invested capital purposes for the years 
1917, 1918, and 1919, the depreciation adjustment for each 
current year being computed on a mean average for the 
year. 

“There is no question but that those contracts became 
depreciated in value each year during the years 1917, 1918 
and 1919. It is agreed that they were depreciated to the 
extent of 56% per cent during 1917 by being fulfilled during 
that year; 25 per cent during 1918; and 1234 per cent during 
1919; and 534 per cent during 1920.’—U. S. Circuit Court 
of Appeals, First Circuit, in Edith E. Nye, Administratrix, 
et al., v. United States of America. Oct. term, 1935. No 
3072. 


Losses.—Loss is allowed in 1930 upon sale of securities 
for less than cost although the seller corporation, which 
had acquired the securities from another corporation, had 
acquired also a contract by which these securities, among 
other assets, were guaranteed by three individuals to yield 
a stated aggregate sum upon their sale by the predecessor 
corporation, its successors, or assignees. Although the 
guaranteed assets yielded less than this stated sum, the 
guarantors denied liability as to petitioner and it was nec- 
essary for petitioner to institute action against the guar- 
antors. Decree was entered in favor of petitioner in 1932, 
but by 1934, less than one-third of the judgment was 
recovered by the taxpayer and no more could be recovered. 
Any recovery that might be made by the petitioner was 
too contingent to defeat the accrual of the loss to it in 
the year in which the loss occurred.—U. S. Circuit Court 
of Appeals, Fourth Circuit, in Niagara Share Corporation of 
Maryland v. Commissioner of Internal Revenue. No. 3960. 


Taxpayer's investments in Florida real estate were iso- 
lated transactions and not connected with any trade or 
business regularly carried on by him. Losses sustained on 
the sale of three parcels of real estate in 1927 did not 
result in a net loss which could be carried forward against 
1928 income.—U. S. Court of Claims, in Robert Il’. Atkins v. 
The United States. No. 42061. 


Net Losses.—A corporation’s charter was forfeited for 
nonpayment of license fees «and, after the expiration of 
the period for reinstatement under the law, a new charter 
was applied for. The stockholders, officers, directors, and 
business were the same as of the old corporation. It is 
held that the new corporation was not entitled to deduct 
for its fiscal year ended May 31, 1929, net losses sustained 
by its predecessor in 1927 and 1928.—U. S. Circuit Court 
of Appeals, Tenth Circuit, in The l’eber Flour Mills Com- 
pany v. Commissioner of Internal Revenue. No. 1353. Jan. 
term, 1936. 

Decision of Board of Tax Appeals, 32 BTA 181, affirmed. 


Nondeductible Items.—Cost of major alterations of a 
business building necessitated by the raising of a contig- 
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uous street is not a deductible expense (1930). “The ex- 
penditure being considerable cannot be regarded as an 
ordinary expense of a single year, but must be treated as 
an additional capital investment.’ U.S. Circuit Court of 
Appeals, Fifth Circuit, in Connally Realty Company v. Com- 
missioner of Internal Revenue. No. 7775. 

Petition to review decision of Board of Tax Appeals, 
31 BTA 349, denied. 


Reorganizations.—Distribution, in 1927, by a corporation 
to its stockholders of shares of stock in another corpora- 
tion without surrender by the shareholders of any of their 
stock is held not to have resulted in a taxable dividend to 
the stockholders, the distribution having been in connec- 
tion with a reorganization to which the distributing cor- 
poration was a party. 

Petitioner in 1927 was a stockholder of the Kimberly- 
Clark Co., which owned 89 per cent of the stock of the 
Kotex Co., with which it was otherwise closely associated. 
To separate the two corporations and make the Kotex Co. 
an independent company a plan of reorganization was 
evolved. As a step in this plan, the Kimberly-Clark Co. 
declared a dividend to its stockholders, payable in Kotex 
Co. stock. A deposit committee was ‘formed to receive 
this stock and to transfer it to a new corporation which 
issued its shares of stock in the names of the Kimberly- 
Clark shareholders through the medium of the deposit 
committee. Although Kimberly-Clark had divested itself 
of the Kotex Co. stock by the declaration of the dividend, 
this is held to have been but one of the steps in the com- 
plete plan of reorganization and not a separate transaction, 
and Kimberly-Clark is held to have in effect transferred its 
Kotex Co. stock to the new corporation for the latter’s 
stock, and thus to have been a party to the reorganization. 
Dissenting opinion filed—U. S. Circuit Court of Appeals, 
Second Circuit, in Charles H. Sage v. Commissioner of In- 
ternal Revenue. 


Decision of Board of Tax Appeals, 31 BTA 689, reversed. 


Restraint of Collection of Taxes.—District Court cor- 
rectly refused to grant a temporary injunction against the 
collection of the excise tax on toilet articles on sales of 
veast manufactured by petitioner and advertised in news- 
papers and on the radio as suitable for use in facials. As 
no tax has as yet been assessed by the Government there 
is as yet no showing of threatened injury of irreparable 
character, and the facts shown are insufficient to justify a 
ruling on the nontaxability of petitioner’s product as a cos- 
metic.—U. S. District Court of Appeals, Seventh Circuit, 
in Red Star Yeast & Products Company v. O. A. La Budde, 
Individually and as C — of Internal Revenue for the Dis- 
trict of Wisconsin. No. 5654. Oct. term, 1935. 


Short Sales: When Loss Therefrom Is Deductible.—In 
December, 1928, petitioner directed his broker to sell at 
market 4,000 shares of stock that were deposited with a 
bank as collateral. The broker informed him that the 
stock would be sold and that petitioner might make de- 
livery to the broker at his convenience. The broker made 
a “short” sale of 4,000 shares in December, 1928, at a price 
representing a loss to petitioner, who delivered 1,500 
shares in that month and 2,500 shares in February, 1929. 
“It is clear that the petitioner intended to sell the specific 
shares he owned and only those. If the broker made a 
short sale to his customer it was for his own account, not 
for the petitioner who had authorized no sale for his ac- 
count. * * * Here the transaction was so far advanced 
in December that the petitioner was bound to deliver the 
stock to the broker at a price which was then determined 
by the sale the broker made. * * * The loss was, ac- 
cordingly, all realized in 1928 and so was deductible in 
that year.”—U. S. Circuit Court of Appeals, Second Circuit, 
in Beardsley Ruml v. Commissioner of Internal Revenue. 

Decision of Board of Tax Appeals, 31 BTA 534, reversed. 


Stamp Tax on Stock Transfers.—Stamp tax on stock 
transfers is incurred where, in connection with a reorgani- 
zation, a Minnesota corporation transfers its net assets to 
a new Delaware corporation, the consideration for the 
transfer being the issue by the new corporation of its 
stock to the stockholders of the Minnesota corporation. 
In addition to the stamp tax on the issue of the shares, 
stamp tax was incurred upon the transfer by the Minnesota 


COURT DECISIONS 





313 





corporation of the right to receive the new shares to its 
stockholders. Raybestos-Manhattan Co. v. U. S., 56 S. Ct. 
63, followed.—U. S. District Court, District of Minnesota, 
Third Division, in American Gas Machine Company, Inc., v. 
L. M. Willcuts as Collector of Internal Revenue for the Dis- 
trict of Minnesota. No. 2319 Law. 


Suits by Taxpayers.—Commissioner’s action in allowing 
recovery of 1917 tax only to the extent of the amount paid 
in the four-year period preceding the filing of a claim on 
April 4, 1928, is approved. A prior claim, rejected in 
March, 1925, may not be considered as the basis for suit 
brought in 1930. It is immaterial that at the time of the 
rejection of the prior claim, a petition was pending before 
the Board of Tax Appeals for determination of taxpayer’s 
partnership income, which appeal was not decided until 
1928.—U. S. District Court, Western District of Penn- 
sylvania, in W. W. Hawkins v. United States of America. 
No. 6356 Law. 

Surplus Accumulations Subject to Special Tax Under 
Section 220, 1926 Act.—Stockholder is denied recovery of 
tax paid by her on her pro rata (but undistributed) share 
of a holding corporation’s earnings for 1926. Each of the 
four stockholders exercised the option granted in Section 
220 (e) of the 1926 Act to report his distributive share. 
The court concludes that the evidence warrants a finding 
to the effect that, except to the extent that the election 
on the part of the sockholders has relieved the corporation 
from the additional tax imposed by Section 220 (a), the 
corporation was availed of for the purpose of preventing 
the imposition of a surtax on its stockholders through the 
medium of permitting its gains and profits to accumulate 
instead of being divided or distributed—U. S. District 
Court, Southern District of California, Central Division, 
in Ethel H. Gardiner v. Galen H. Welch. No. 5330. 


Tax Liability of Fiduciaries—Defendant, one of the ex- 
ecutors of a deceased stockhoKler, was liable under Section 
192 of Title 31 of the U. S. Code (Sec. 3467 R. S.) for 
income taxes of the estate, where she received assets of 
a dissolved corporation. It is not material that the Gov- 
ernment failed to allege that she received the assets in her 
representative capacity as executrix. The funds received 
by her as executrix were impressed with a trust, and the 
Government had a right to follow and trace the funds into 
the possession of this defendant.—U. S. District Court, 
District of Nebraska, Omaha Division, in United States of 
America v. Caroline Abbott et al. No. 652 Equity. 


Transferee Tax Liability—Transferee liability was in- 
curred under Section 280 of the 1926 Act where taxpayer 
succeeded to the business of the transferor by acquiring 
all the assets and assuming the payment of its debts and 
by issuing stock for such assets directly to the transferor’s 
stockholders. Since the transferor received nothing for 
the transfer of its assets the transferee was equitably liable 
to creditors of the old company to the extent of the value 
of the property received. Taxpayer was further liable on 
the ground that it assumed the transferor’s liability, and 
it is immaterial that the taxes were not ascertained at the 
time of the transfer. The court overrules the contention 
that taxpayer is the same corporate entity as the transferor 
and therefore not a transferee. 

The assessment of tax against taxpayer as transferee 
was not barred where notices were sent to it before the 
expiration of one year from the date on which the Board 
decision fixing the transferor’s liability became final. 

A notice sent to taxpayer as transferee was not void 
on the ground that it was sent to taxpayer while a pro- 
ceeding was pending before the Board of Tax Appeals for 
determination of the transferor’s tax liability —U. S. Cir- 
cuit Court of Appeals, Ninth Circuit, in California Iron 
ar" Corporation v. Commissioner of Internal Revenue. No. 


Memorandum decision of Board of Tax Appeals affirmed. 


Trust Income: Grantor’s Tax Liability Petitioner was 
not taxable on the gain from sale in 1930 of shares of stock 
owned by a trustee. The terms of two trusts created by 
the petitioner earlier in the vear were that the trustee 
should sell the shares and hold the proceeds until January 
1, 1931, on which date all the trust property was to be 
paid over to the petitioner-grantor if she were then living; 
if not, each trust was to continue until the daughter of the 
petitioner, who was made the contingent beneficiary in it, 
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reached the age of 25 years. The Court holds that the gain 
here in question was not made taxable to the petitioner 
by Section 167 of the 1928 Act providing that “where any 
part of the income of a trust may, in the discretion of the 
grantor of the trust, either alone or in conjunction with 
any person not a beneficiary of the trust, be distributed to 
the grantor * * * such part of the income of the trust 
shall be included in computing the net income of the 
grantor.” ‘We do not see how on any reasonable reading 
of the language of Section 167 it can be held to cover trusts 
like the present one. No doubt the situation before us is 
a casus omissus * * * but we do not think that in a tax 
statute the court has power to extend it by construction 
to include such cases unless they come within the lan- 
guage used on reasonable interpretation of it.’—U. S. 
Circuit Court of Appeals, First Circuit, in Margaret S. 
Sawtell v. Commissioner of Internal Revenue. Oct. term, 
1935. No. 3065. 


Decision of Board of Tax veniabla 32 BTA 687, reversed. 


Rulings of the Bureau of 
Internal Revenue 


Admissions and Dues.—Payments for admissions to 
theatrical performances sponsored by the Works Progress 
Administration are taxable, except where the payment is 
less than 41 cents.—S. T. 831, XV-12-8011 (p. 15). 


Bad Debts: Amendments of Regulations.—Article 23(k)-1 
of Regulations 86 and Article 191 of Regulations 77 are 
amended to provide that where banks, under specific orders 
of Federal or State bank examiners, charge off debts in 
whole or in part, such debts shall be conclusively presumed 
to be worthless in whole or in part, but to be deductible in 
whole or in part, it must be shown that such charge-off 


took place within the taxable year.—T. D. 4633, XV-8043 
(p. 2). 


Banks: Deductions for Bad Debts.—Article 23(k)-1 of 
Regulations 86 and Article 191 of Regulations 77 are 
amended to provide that where banks, under specific orders 
of Federal or State bank examiners, charge off debts in 
whole or in part, such debts shall be conclusively presumed 
to be worthless in whole or in part but to be deductible 
in whole or in part, it must be shown that such charge-off 
took place within the taxable year—T. D. 4633, XV-8043 
(p. 2). 


Corporations Exempt from Taxation.—Article 101 (11)-1 
of Regulations 86 is amended to provide that exemption 
of a farmers’ or other mutual hail, cyclone, casualty, or 
fire insurance company or association is not determined by 
the extent of the territory in which it may properly operate 
nor by the fact that it accepts premium deposits instead 
of assessments.—T. D. 4634, X V-8045 (p. 3). 


Deductions from Gross Income: AAA Taxes.—Deduc- 
tions taken on income tax returns for AAA taxes which 
have not been paid to the Collector of Internal Revenue 
will be disallowed. In cases where such taxes have been 
paid to the Collector, the deductions will not be disturbed. 
—I. T. Mim. Coll. No. 4427; R. A. No. 787. 


Deductions from Gross Income: Sales Taxes.—The re- 
tail occupational sales tax imposed by the State of South 
Dakota, effective July 1, 1935, is deductible by the con- 
sumer as a tax in his Federal income tax return.—I. T. 


2961, X V-12-8006 (p. 2). 


Missouri sales tax, imposed under the Missouri emer- 
gency revenue act of 1935, is deductible by the consumer. 
—l. T. 2965, X V-14-8025 (p. 2). 


The sales tax imposed under the Wyoming Emergency 
Sales Tax Act of 1935 is, with one exception (single unit 
purchases of 13 cents or under), imposed upon the con- 
sumer, who may deduct the amount paid by him as a tax 
in his Federal income tax return.—I. T. 2962, XV-12-8007 
(p. 4). 


Deductions from Gross Income: Social Security Excise 
Tax.—For Federal income tax purposes an employer may 
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deduct the excise tax imposed under Section 901 of the 
Social Security Act for the year in which such tax is paid 
or accrued, depending upon the method of accounting em- 
ployed.—I. T. 2960, X V-11-7994 (p. 3). 


Exemptions from Gross Income: Retirement Pay of 
Army and Navy Officers.—The retirement pay received by 
an officer retired from active service in the Regular Army, 
Navy, or Marine Corps is not exempt from Federal i income 
tax under the provisions of the Act of August 12, 1935 
(Public, No. 262, Seventy-fourth Congress, 49 Stat., 607). 
—I. T. 2963, X V-13-8016 (p. 2). 


Exemptions from Income Tax: Gifts and Bequests.— 
Where, under the provisions of the Civil Service Retire- 
ment Act of May 29, 1930, as amended by the Act of June 
22, 1934 (48 Stat., 1201), a beneficiary, distributee, or next 
of kin receives any part of the amount standing to the 
credit of a decedent, whether an employee or annuitant at 
the date of death, such sum is exempt from Federal income 
tax under the provisions of Section 22(b)3 of the Revenue 
Act of 1934.—I. T. 2959, X V-11-7993 (p. 2). 


Foreign Tax Credit—The tax imposed by Canada on 
nonresidents in connection with the use of copyrights in 
Canada is an allowable credit under Section 131 of the 
Revenue Act of 1934, subject to the limitations provided in 
that section —I. T. 2964, X V-13-8017 (p. 3). 


Gross Income: Life Insurance Premiums Paid by Em- 
ployer.—Premiums paid by an employer on the ordinary 
type of life insurance policies on the lives of its employees 
represent additional income to the employees. Premiums 
paid by an employer on group life i insurance policies for its 
employees do not constitute additional income and are not 
required to be included in the Federal income tax returns 
of the employees.—G. C. M. 16069, XITV-10-7982 (n. 2). 


Income Exempt from Tax.—No taxable income is de- 
rived by taxpayers from awards of the Mixed Claims 
Commission, United States and Germany, under the Settle- 
ment of War Claims Act of 1928, until there has been a 
recovery by the taxpayers of their capital bases, if any. 

G. C. M. 9210 (C. B. X-1, 129) and G. C. M. 9466 (C. B. 
X-1, 133) modified —G. C. M. 16166, XV-14-8029 (p. 12). 


Losses.—Where an automobile purchased for the tax- 
payer’s personal use is damaged in a collision, the deduction 


allowable under Section 23 (e) (3) of the Revenue Act of 


1934 is the amount of the loss actually sustained but not in 
excess of the amount computed in accordance with tli 
provisions of Sections 23 (h) and 113 (b) of that Act. 

Recommended that I. T. 2217 (C. B. I1V-2, 53) and I. 1 
2231 (C. B. IV-2, 53) be modified.—G. C. M. 16255, X V-14- 
8026 (p. 4). 


Manufacturers’ Excise Taxes.—Whiere Y Company manu- 
factures for X Company products sold as products of the 
X Company which controls the production, specifying what 
ingredients are to be used, X Company is the manufac- 
turer. “The term ‘manufacturer’ or ‘producer’ may well be 
considered not only as applicable to him who actually 
makes an article but also to him who causes it to be made.’ 
—G. C. M. 16223, XV-11-7999 (p. 18). 


Settlement of Tax Cases by Internal Revenue Agents.- 
Following is the text of Press Release No. 70 issued by tli 
Bureau of Internal Revenue on March 31, 1936: 

As a further step in his plans to improve administration 
of the income tax laws and to enable taxpayers to settle 
their cases at home, Commissioner Guy T. Helvering, 
Bureau of Internal Revenue, has authorized the Internal 
Revenue Agent in Charge of the Cleveland Division of tlic 
Income Tax Unit, beginning April 1, 1936, to issue final no 
tices of deficiency in income taxes (ninety -day Setters). 
These letters represent the final notice under the statut: 
to income taxpayers of the proposed assessment of addi 
tional taxes and advise them that upon petition, the cas: 
will become subject to the jurisdiction of the United States 
Board of Tax Appeals. 

The Commissioner has also authorized Internal Rev- 
enue Agent in Charge John R. Kirk at Cleveland to as- 
sume the responsibilities and authority of the Income Tax 
Unit in Washington in the conduct of negotiations for 
settlement i in respect of proposed increases in tax liability 
and in the consideration of the entire record in the en- 
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deavor to reach agreements with taxpayers or their coun- 
sel. The effort is to afford the taxpayers a more convenient 
and less costly method of disposing of their income tax 
questions and to enable the Bureau of Internal Revenue 
to expedite the work of audit and investigation. 

Internal Revenue Agent in Charge Kirk will be assisted 
by a staff of engineers, attorneys from the office of the 
General Counsel of the Treasury Department and techni- 
cians of long and varied experience, and arrangements 
have been made with the United States Board of Tax 
Appeals to have speedy trial in instances where settlement 
negotiations by the representatives of the Bureau with thie 
taxpayers are not successful. 

This new procedure will result in the withdrawal of many 
cases from the field of controversy. The taxpayer will 
have the advantage of conducting his final contacts with 
the Bureau near his home or place of business, and failing 
to reach an agreement with the field forces will have the 
opportunity to present his views and arguments to repre- 
sentatives of the Bureau and the Department of the Treas- 
ury who will have had no prior contact with the case. The 
plan is designed primarily to save time and money for 
taxpayers, although it intends and should result in more 
speedy trial of issues before the Board of Tax Appeals and 
the courts. 

[It is understood that if the plan above announced proves 
successful, field settlement will be extended to include Dal- 
las, Texas, Kansas City, the Pacific Coast, and other points. 
—Fditor. ] 


Sporting Goods: Definition—A coin-operated machine 
designed to afford sport, recreation, or amusement, the 
operation of which involves an element of chance or skill, 
is taxable as a game under Section 609 of the Revenue 
Act of 1932 where the machine at the same time provides a 


vending service —G. C. M. 16347, XV-11-8000 (p. 19). 


Stamp Tax on Stock Fransfers—Where a broker, as 
agent of the purchaser, has stock transferred through him 
either to the name of the purchasing broker’s nominee or 
to the name of the purchaser’s nominee, liability for two 
a. taxes is incurred—G. C. M. 16290, XV-10-7986 
(p:- FZ). 


The transfer of stock from the name of the trustee for 
a life tenant to the name of the life tenant pursuant to court 
order is subject to the stamp tax imposed by Schedule A-3 
of Title VIII of the Revenue Act of 1926, as amended by 
Section 723 (a) of the Revenue Act of 1932.—S. T. 830, 
X\ V-10-7987 (p. 19). 


Should Governments 
Ever Borrow? 
(Continued from page 262) 


would be: Are you paying oft your debts during 
these good times? Indeed, he might venture the 
advice that all borrowing cease during boom times. 
In fact, there is little sound.reason why any state 
or city government should go into debt in normal 
times. A business man borrows $10,000 because by 
a proper combination of the agents of production 
he can turn that sum into $11,000 or more and pay 
back the debt, besides leaving a profit. A city, on 
the other hand, must sooner or later go to the tax- 
payer and collect from him the sum originally bor- 
rowed. So why not use the tax method in the first 
instance and thus save the enormous interest charges? 


_ If a municipality wishes to make a great public 
improvement in a particular year which cannot be 
financed out of current income the improvement 
should be postponed in most cases; but the tax rates 
should be increased slightly and a building fund 
created. Our public improvements, except self- 
liquidating projects such as earning public utilities, 
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should be financed in this way. At least this is the 
policy which should be striven toward. Then, when 
a depression comes the public would not be saddled 
with this terrific debt load. Furthermore, the 
municipality could meet emergency problems of poor 
and unemployment relief by floating a few bonds and 
engaging in a public works program. A city then 
could face a depression with much less misgiving 
than at present. For fifty years public utilities have 
followed a policy of not paying off their bonds. Yet, 
it is significant that the Interstate Commerce Com- 
mission has recently announced that if the railways 
do not voluntarily adopt retirement methods com- 
pulsion will be necessary. In at least one case the 
I. C. C. has refused to authorize a bond issue of a 
carrier until an amortization policy was included in 
the indenture. 





























































































































Public Improvements on Installment Plan 


N THE contrary, we have been buying public 

improvements on the installment plan usually 
without any down payment. The following year 
interest and sinking fund charges appear in the 
budget as an unpleasant surprise. 

Furthermore, what right have we, who are running 
governments today, to obligate the next generation 
with tax burdens? Does the next generation not have 
a right to say what kind of boulevards, bridges, 
auditoria, etc., it will have? Recently one of our 
large middle western cities razed the city hall, which 
was not yet paid for completely, and floated a new 
bond issue to permit the erection of a new and 
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larger hall. Such procedures cannot lead to a sound 
economic system. A none-too-wise past generation 
led us into the war and the Federal Government 
was burdened with a debt of $25,000,000,000. Now, 
one group of people must be taxed to pay off another 
group, the bondholders, with serious impairment of 
public credit and confidence. In 1918 economists 
urged that the war be prosecuted with tax revenues 
to the maximum and not with borrowed moneys, al- 
though the main motive here was to avoid a drastic 
price rise. Nevertheless, borrowings during pros- 
perity lead to excessive booms, and tend to raise 
prices unduly. 


One Step to Meet Depression 


HUS, by the widespread adoption of a pay-as- 

you- go policy, credit would not be as greatly in- 
flated in boom times and probably the trough of the 
depression would be less deep. No doubt, states 
and municipalities would, under this plan, be de- 
prived temporarily of many fine buildings, civic 
centers, parks, and boulevards but so also would they 
be spared the pain of a credit collapse. Furthermore, 
they would be in a better position to meet the unem- 
ployment relief problem when depression comes. 
One of our great cities recently ordered a reassess- 
ment of “moneys and credits” merely to increase the 
assessed value of property so that the city could 
borrow relief funds and yet stay within the legal 
debt limit. 

This plan is not suggested as the remedy for de- 
pression but merely as one step to make the ordeal 
of passing through a period of hard times somewhat 
less grueling, and to reduce the amplitude of busi- 
ness fluctuations slightly. Paterson, New Jersey, is 
reported to have adopted this policy already. As 
prosperity returns this plan should be urged by in- 
terested citizens if the benefits are to be reaped when 
the next depression comes upon the country. 


Application of State Franchise Taxes 


to Trustees in Bankruptcy 

(Continued from page 260) 
or exercises.” He therefore granted the motion to 
expunge the claim of the state of New York for 
franchise taxes.’* 

It may, however, be conceded that Congress 
meant to and did remove any immunity a trustee in 
bankruptcy may have had merely because he was a 
trustee appointed by a Federal court. Such priv- 
ilege, if there was such, is now ended.” 


Conclusion 


Section 65a of the Judiciary Code has not termi- 
nated the immunity of trustees in bankruptcy from 
franchise taxes. It has affected only any immunity 
from state tax a trustee might have had because he 
was the appointee of a court of the United States. 





12'The decision was also based on the conclusion that Section 65a was 
not retroactive. 

13 See Liberty Central Trust Co. et al. v. Gilliland Oil Co., 279 Fed. 
432 (W. D. La. 1922). The Court held that a trustee was liable to the 
Louisiana oil severance tax but was somewhat doubtful of the correctness 
of its decision. This doubt is now removed. A trustee is not tax- 
exempt merely because of his status as trustee. 




















Significant Decisions of the Board 
of Tax Appeals 


(Continued from page 286) 


more than 90 per cent of the stock of the corporate peti- 
tioner, constitutes a bona fide sale, and not a distribution 
in liquidation within the intendment of Section 115 (c) of 
the 1928 Act.—C. M. Menzies, Inc. v. Commissioner; Charles 
M. Menzies v. Commissioner, Dec. 9268 [CCH]; Docket 
Nos. 76147, 76148. 


Dividends.—The Hudson & Dugger Co., by resolution 
of its board of directors, ordered that the accounts of its 
stockholders be credited with amounts equal to the debit 
balances due and owing from the stockholders by charges 
against surplus, but further provided that the stockholders 
at such time as might be “convenient and appropriate” 
would make proper settlement of the accounts. The Board 
held that the action taken effected the declaration and 
payment of a dividend within the meaning of Section 115 
(a) of the Revenue Act of 1929.—Kate Hudson v. Commis- 
stoner; Kate Hudson, Trustee for Marie Hudson, v. Com- 
missioner, Galvin Hudson v. Commissioner, Dec. 9267 [CCH]; 
Docket Nos. 69723-69725. 


Federal Estate Tax.—Decedent in 1927 created a trust 
irrevocable on its face, retaining the right to the incom 
for life. Subsequently question as to the validity of th« 
trust arose and an oral family agreement was arrived at to 
terminate the trust by court order as violative of the ruk 
against perpetuities, decedent to execute a new trust. Pur- 
suant to the agreement, on February 27, 1932, the court 
order was entered finding and decreeing the old trust void, 
declaring that decedent was the absolute owner, free and 
clear of the trust or any one claiming under it, of all th« 
property involved, and ordering the transfer back to the 
decedent of all such property. A new trust, bearing date of 
February 17, 1932, had been executed which, by the terms 
of the agreement, became effective on the entry of the 
decree. Decedent, by letter of February 17, 1932, had 
ordered the old trustee to transfer the property direct to 
the new trustee and this was done. Under the new trust 
decedent retained the income for life. The Board held 
that the property covered by the new trust should be in- 
cluded in the taxable estate under the provisions of Section 
302 (c) of the Revenue Act of 1926, as amended.—Sellar 
Bullard, Executor under the Last Vill and Testament of Clara 


R. Smith, Deceased v. Commissioner, Dec. 9284 [CCH]; Dkt. 
77764. 


Gift Tax.—Three transfers in trust made in 1933 were 
not gifts of future interests and the $5,000 exclusion pro- 
vided in Section 504 (b) of the 1932 Act applied to each 
transfer. Taxpayer created three irrevocable trusts, one 
for each of his three minor children. Each of the trust 
instruments directed the trustee to collect the income from 
the trust corpus, and after paying expenses, taxes, etc., 
to accumulate the remainder of the income until the child 
named therein attained the age of 21 vears or died before 
that time. Upon reaching the age of 21 each child was 
to receive the trust income until he reached the age of 
30, or until the death of his mother, who was trustee, 
whichever event occurred first, then he was to receive thie 
corpus. In the event of the death of any child before the 
time of distribution of the trust created for him, the corpus 
was to go to his issue, and in default of issue, to the other 
children of petitioner. The Board holds that the reference 
to future interests in Section 504 (b) does not mean gifts 
which were future interests in the hands of the donee but 
refers to the interest taken by the donee. It is further 
held that the gifts were not future interests—Thomas FE 
IVells v. Commissioner, Dec. 9295 [CCH]; Docket No. 78829. 

Smith, Sternhagen and Murdock concur in the result. 
Seawell dissents. 


Jurisdiction of the Board.—Board of Tax Appeals has 
no jurisdiction to consider any alleged defense of the 
Commissioner to the actual recovery of money by the 
petitioner in a case where it appears clearly that the peti- 
tioner paid an amount as tax but had no liability for tax. 
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—George H. Jones, Executor and Trustee of the Estate of 
Myrtilla A. Jones, Deceased, v. Commissioner, Dec. 9291 
[CCH]; Docket No. 63408. 


Partnerships: Offset of Personal Loss Against Income 
from Partnership.—A partner entitled as such to a share 
of the profits of the partnership upon its sale of stocks 
which are not capital assets, can not, in computing his 
individual taxable income for 1932, reduce that share of 
profits by the amount of his loss upon sale of other similar 
assets, owned by himself individually—Percy H. Johnston 
. Commissioner, Dec. 9289 [CCH]; Docket No. 78682. 

Van Fossan and Seawell dissent without written opinion. 


Reorganization.—Reorganization under Section 204 (h), 
1924 Act, is held to have been effected by the transfer by 
petitioner corporation of all of its assets except certain real 
estate and worthless bonds and the right to receive any 
amount collected on the advertising accounts receivable in 
excess of $100,000, for 32 per cent of the buyer corpora- 
tion’s stock, 32 per cent of the stock of another corporation 
and the assumption of petitioner corporation’s liabilities 
and certain liabilities of its stockholders. The properties 
transferred are held to have constituted substantially all 
of the corporation’s assets.——The Daily Telegram v. Com- 
missioner, Dec. 9263 [CCH]; Docket No. 52500. 

Turner dissents with opinion to the effect that the tax- 
payer has not proved that substantially all the assets were 
transferred where the proof on this point is limited entirely 
to the statement of one of the two owners of the taxpayer 
corporation that the property retained consisted of “a few 
thousand dollars in real estate properties and some worth- 
less bonds.” McMahon and Leech agree with this dissent. 


Security Transactions: Computation of Gain or Loss. 
—(1) “First in, first out” rule was properly applied in 
determining the basis for stock sold in 1928, where it is 
agreed that the shares sold for the taxpayer from his 
margin account with a broker were incapable of identifica- 
tion, and since he made no designation to his broker which 
might serve to identify the shares sold. See Art. 22(a)-8 
at { 68.062 Vol. 1. 

(2) Income items credited to a taxpayer's margin ac- 
count with a broker are constructively received and taxable 
for the vear in which credited (1929). 

(3) Taxpayer whose securities may be used as collateral 
for the margin account of another has not sustained a 
deductible loss where at the end of the year none of his 
securities has been sold, and the other’s account is still 
open and continuing, even though the account shows a 
deficit at the end of the taxable vear (1929). The same 
is true even though the taxpayer’s securities are being held 
as collateral for the other’s account under a fraudulent 
authorization. 

(4) Taxpayer has sustained a deductible loss (1929) 
where securities which he intended to be placed as col- 
lateral for a certain account in the name of his son are 
fraudulently placed in another account and sold for the 
benefit of the son, a party to the fraud.—Catherine LaBrum 
et al., Executors, Estate of Thomas J. Foley, Deceased, 7. 
Commissioner, Dec. 9286 [CCH]; Docket No. 67217. 

Smith and Matthews dissent, without opinion. 


Trusts: Deduction of Annuities.—The trustee of a trust, 
created by an agreement made by the parties in compro- 
mise of a will controversy, may not deduct as distributed 
income, under the Revenue Act of 1928, Section 162(b), the 
amount of a fixed annuity payable in any event, irrespec- 
tive of the amount of trust income, notwithstanding that 
in the taxable year the payment is made from trust.income 
and that in any year an inadequacy of trust income is to 
be made up of contributions by remaindermen.—Bay Trust 
Company, Trustee, Estate of Louis E. Oppenheim, Deceased 
7. Commissioner; Oscar Lowman, Pauline H. Sloman, and 
Florence H. Polozker, Executors of the Estate of Jennie H. 
Oppenheim, Deceased v. Commissioner; Sara O. Levy v. Com- 
missioner; Earl H. Spiesberger v. Commissioner, Dec. 9281 
|CCH]; Docket Nos. 76356, 77886, 79701, 79702. 


Trusts: Taxability to Grantor of Income of a Trust. 
—Where, under the terms of a trust, its income could be 
accumulated, added to corpus and the income, only, on that 
aggregate corpus was distributable to the grantor of the 
trust, upon his wife’s death, it is held that original accu- 
mulated trust income, added to and becoming part of the 
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corpus, is not taxable to the grantor of the trust under 
Section 167 of the 1928 Act. Preston R. Bassett, 33 B. T. A. 
182; Arthur J. Morris, 33 B. T. A. 241. Income of a part 
of the trust was taxable to the grantor where it was pro- 
vided that after the death of the grantor’s wife 75 per cent 
of the principal was to be distributed among employees 
of a corporation controlled by the grantor and the remain- 
ing 25 per cent of such part was to be paid to a corporation 
controlled by grantor which was to distribute it to em- 
ployees of the first corporation—Fanny M. Dravo and 
Fidelity Trust Company, Surviving Executors of the Will of 
Francis R. Dravo, Deceased v. Commissioner, Dec. 9274 
[CCH]; Docket No. 78375. 

Murdock dissents, with opinion to the effect that: “The 
intent of the donor, as evidenced by the trust instrument, 
was that none of share ‘C’ should come to him. The pre- 
vailing opinion goes too far in taxing one-third of the 
income to him on the theory that he might outlive his wife, 
break faith with the employees whom he intended to bene- 
fit, and thus recover the income for himself. The petitioner 
has made a prima facie case as to the 25 per cent of this 
share.” Van Fossan, Matthews, and Mellott agree with this 
dissent. 


State of Kentucky Reorganizes 
tts Finances 


(Continued from page 280) 
emphasizes recruitment and personnel management 
policies. It is appropriate to add that already 
(April 1) a personnel officer has been appointed, 
though the effective date of the operation of the 
personnel division is delayed pending availability 
of the regular appropriation for the Department of 
Finance July 1, 1936. The state personnel officer 
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under the emergency appropriation (whose task for 
the time being is reorganization and classification 
rather than primarily administration of the personnel 
recruiting and management plan contemplated in 
the reorganization bill) is a professor of public ad- 
ministration at the University of Kentucky, who has 
given special attention to personnel problems. 


The Department of Revenue 


PHASE OF the reorganization plan which will 

be of interest to students of taxation is the re- 
vamping of the Department of Revenue and Taxa- 
tion, which is, under the terms of the bill, dubbed 
the “Department of Revenue.” This Department 
differs from the former Department of Revenue and 
Taxation in a number of important respects. In the 
first place, its work is to be solely that of looking 
after revenue matters. Formerly, a number of regu- 
latory functions were performed by the Department, 
the most important of which were regulation of bus 
and truck transportation, of alcohol traffic, and of 
boxing and wrestling. These control functions are 
all transferred to the Department of Business Regu- 
lation, thus leaving the Department of Revenue free 
to devote its attention to its job of administering and 
otherwise providing leadership in the field of 
taxation. 

In the second place, the Department is charged 
with responsibility for enforcing a/] tax laws. Here- 
tofore, though the statutes were sufficiently com- 
prehensive to permit supervision from the office of 
the Tax Commission, there were several tax meas- 
ures not actually administered or controlled by the 
Department. These included supervision of local 
taxation, administration of certain liquor taxes, and 
enforcement of insurance taxes. It is not necessarily 
contemplated that the Department will take over 
direct control of all these, but it will undertake to 
see that there is a consistent tax policy even in the 
case of tax measures which it is deemed more eco- 
nomical to administer in connection with some other 
activity. 

In the third place, the new set-up contemplates 
treating normal functions of tax administration as 
administrative problems. In keeping with this 
policy, the act provides that the Department shall be 
headed for all administrative purposes by a Commis- 
sioner of Revenue, who will be completely responsi- 
ble for control of tax administration. For two 
decades the Department has been headed for all pur- 
poses by a board of three coordinate commissioners. 
Recognizing that the functions of hearing and decid- 
ing appeals, making appraisals, and approving rules 
and regulations are semi-judicial or quasi-legislative 
in character, the reorganization act provides that 
there shall be associated with the Commissioner of 
Revenue two other commissioners, who, with the 
Commissioner of Revenue as chairman, shall consti- 
tute a State Tax Commission for the performance of 
these three functions exclusively. When not sitting 
as members of the State Tax Commission, these two 
additional commissioners will head such divisions as 
shall be directed by the Commissioner of Revenue. 
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In the fourth place, there is an organization of the 
Department which at once recognizes the traditions 
of the Commonwealth and provides a maximum of 
effective, flexible control. The reorganization act 
sets up a division of general taxation, a division of 
motor vehicle taxation, a division of local finance, 
and a division of research; but it authorizes the 
Commissioner, with the prior approval of the Gov 
ernor in writing, to establish other divisions. It is 
contemplated that probably not more than two other 
divisions will be established in the near future 
possibly not more than one. 


The Result 


OR THE first time in the history of the state, 

it is fair to say that the structural set-up is such 
as not to impede effective administration of the pub- 
lic finances. It is important to emphasize, however, 
that effective accounting and budgetary control ma- 
chinery, adequate legal means of recruiting personnel 
and of administering state properties, and a modern- 
ized structure for handling revenue problems merely 
establish the possibility of having good financial ad 
ministration; these mechanisms will not a anetaihee 
smooth functioning. The next task is to utilize the 
techniques provided by the General Assembly to 
effect a greatly improved public finance status in 
Kentucky. 


Tax Changes Contained in the 
Revenue Bill of 1936 


(Continued from page 272) 


essing taxes been terminated by proclamation by 
the Secretary of Agriculture in the manner provided 
by the Agricultural Adjustment Act. 

Section 602 (b) prescribes the method of computa- 
tion of the amount of refund which a person entitled 
to make a claim under Section 602 (a) may recover, 
viz., an amount equal to the processing tax which 
would have been payable with respect to the com- 
modity from which the article or articles held in 
floor stock were processed, had the processing oc- 
cured on January 5, 1936. However, there is the 
limitation that this amount shall not exceed the 
amount of the burden of the tax with respect to 
the article or articles which was shifted to the claim- 
ant in the price he paid for the article, diminished by 
the amount the claimant has received or will receive 
by way of reimbursement for such burden from his 
vendor; also that the amount refundable shall not 
exceed the amount by which the claimant reduced 
the sale price of the article or articles on account 
of the invalidation of the processing taxes. 

Refund claims under either Section 601 or Section 
602 would have to be filed prior to January 1, 1937. 


Income Tax on Individuals 


The bill makes no change in income tax rates on 
incomes of individuals other than nonresident aliens 
except that of subjecting dividends to the normal 
tax rates. This is accomplished by omitting the 
credit against the normal tax of individuals for 
dividends contained in Section 25 of the 1934 Act. 





Ma 


not 
Sta 
the 
con 
oth 
the 
hol 
nol 
the 
he¢ 


or 
or 
the 


in 
$1 
ne 


so 





ns 


re. 
ich 
ib- 
er, 
la- 
nel 
rn- 


he 
to 
in 


on 
ns 
nal 
the 
for 





May, 1936 


Section 211 fixes the tax on a nonresident alien 
not engaged in a trade or business in the United 
States and not having an office or place of business 
therein at the rate of 10 per cent on his gross in- 
come from interest, dividends, wages, salaries, and 
other fixed and determinable income. This tax (in 
the usual case) is collected at the source by with- 
holding as provided for in Section 143. Such a 
nonresident would not under the bill be subject to 
the tax on capital gains, including gains from 
hedging transactions, as at present. 

\ nonresident alien individual engaged in trade 
or business in the United States or having an office 
or place of business therein would be taxable at 
the regular rates for individuals under Title I. 


The personal exemption to a nonresident alien 
individual is limited by Section 214 of the bill to 
$1,000 and is applicable only against the part of the 
net income attributable to compensation for per- 
sonal services. No credit is allowed for dependents. 


Book Review 


The Municipal Year Book, 1936. Clarence E. Ridley and 
Orin F. Nolting,  aeogee International City Managers’ 
Association, 850 East 58th Street, Chicago. 475 p. 1936. 
$4. Cloth- bound. 


This, the third issue of a yearbook for American cities 
published by the International City Managers’ Association, 
is much larger than the former numbers. In the first 125 
pages 23 leading authorities discuss by analysis and inter- 
pretation the specific events and developments in 1935 in as 
many fields of municipal administration. Of special interest 
is the summary entitled, “The State of the Nation’s Cities,” 
by Professor John M. Gaus of the University of Wisconsin. 
Each of these comprehensive summaries is based largely 
on detailed information supplied by special correspondents 
in each of the 48 states. 


Part II of the yearbook is devoted to a discussion of local 
governmental units in the United States. In the first 
article there is a list of the number of local government 
units by types and states, with a detailed analysis of changes 
which have occurred in the last four years. Next is an 
analysis of pertinent facts with regard to the metropolitan 
districts of over one million population. Numerous inter- 
governmental arrangements for co-operative action, re- 
ported by cities in all parts of the country, are summarized. 
This section also presents for each of the 960 cities of over 
10,000 population such information as population, area, 
form of government, number and terms of councilmen, 
election date, number of registered voters, number of votes 
cast in last councilmanic election, population over 21, and 
utilities owned and operated. This information is care- 
fully summarized and interpreted and trends are indicated. 
Other articles in this section include one on state munici- 
pal leagues, federal-city relations, and legal classification 
of cities by states. 


Municipal personnel is the subject of Part III of the 
yearbook, over 100 pages being included in this section. 
It shows for each of 746 cities over 10,000 the number of 
employees, number of appointments in 1935, number of 
rhgiatei personnel agencies, and other data pertaining 
to personnel. The extent to which eleven groups of munic- 
ipal officials have been professionalized is discussed in 
another division, and finally there is a directory of thirteen 
chief city officials in all cities over 10,000. 

Part IV is devoted to municipal finance. An analysis of 
trends in municipal debt, by Carl H. Chatters and Elton D. 
Woolpert, indicates the growth of debt, purposes for which 
debt is incurred, bond sales, interest rates, and other infor- 
mation from 1916 to January 1, 1936. An analysis of con- 
stitutional and statutory debt ‘limits for each state as of 
January 1, 1936, prepared by Lane W. Lancaster, indicates 
the jurisdiction administering the tax, designated use, per- 
centage which goes to the local unit, and the basis of dis- 
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tribution—for each of the various types of taxes that are 
locally shared. Wylie Kilpatrick analyzes for each state 
the extent to which local accounts, audits, and reports are 
supervised by the state, state supervision of local budget 
procedure, state investments in local securities, and state 
administrative control of local budgets, tax levies, and bor- 
rowing. An analysis of limits on property taxes, by Wil- 
liam ©. Suiter, indicates the limit, units to which applied, 
and the various ways in which it may be exceeded. The 
amount of federal grants-in-aid, and how they affect local 
units is the subject of another section, prepared by Harold 
W. Metz. 

A new feature in Part V, “Sources of Information,” is a 
list of model municipal ordinances. This section also out- 
lines the services and information available from 150 federal 
agencies and from many national organizations, selected 
hooks, pamphlets, and reports published in 1935, and a select 
list of periodicals of value to municipal officials. 


Urban Property Tax 
Valuation Trends 


(Continued from page 266) 


(4) Establishment of administrative policies, sys- 
tems of rules and procedures governing the annual 
valuation of different classes of property. 

(5) Provision of tried-out methods and tools nec- 
essary for effective assessment administration. 

(6) Integration and utilization of advanced office 
practices, methods and mechanical devices and the 
planning and scheduling of operations. 

(7) Coordination and continuous control and 
audit of records on assessments, revisions and on 
tax extensions and collections. 

(8) Regular publicity and public relations with 
periodic presentation of information on administra- 
tive policies, practices and results; wide distribu- 
tion of assessment manuals and annual publication 
of individual assessments and tax data for taxpayers’ 
reference. 

The extension of certain public activities and addi- 
tion of new public services, the increasing difficulties 
of raising adequate public revenues, the urgent need 
for drastic constructive economies, and the injus- 
tices of pyramiding of different taxes, all combine to 
the imperative necessity of sustained support and 
action on the improvement in property tax adminis- 
tration as well as intelligent coordination of the rev- 
enue systems of the various governments. 





Table VIII 


1935 ASSESSED AND ADJUSTED FULL VALUATIONS 
BY CITIES 
(Dollar amounts in thousands) 











Estimated 
1935 ratio 
between 
assessed 
and full 
valuation 


1935 
assessed 
value 


1935 
adjusted 


City full value 





Cities over 500,000: 
New York 
Chicago 
Philadelphia 
Detroit 
Los Angeles 


$16,649,771 92 
2,274,558 37 
3,723,033 90 
2,240,596 100 
1,273,901 50 

Cleveland 1,165,529 80 

St. Louis . 80 

Baltimore . ( 100 

Boston .. § 100 

Pittsburgh . 5 65 

San Francisco 


Milwaukee 
Buffalo 


$18,097,569 
6,147,455} 


52 
857,898 90 
962,298 82 
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City 
Cities from 300,000 to 500,000: 
Washington, D. C. 
Minneapolis 
New Orleans 
Cincinnati 
Newark 


Kansas City, Mo. 
Seattle . ava 
Indianapolis 
Rochester, N. Y. 
Jersey City 


Louisville , 
Portland, Ore. 


Cities from 100,000 to 300,000: 


Houston 
Toledo 
Columbus 
Denver 
Oakland 


St. Paul 
Atlanta 
Dallas 
Birmingham 
Akron 


Memphis 
Providence 
San Antonio 
Omaha 
Syracuse 


LS eee 
Worcester, Mass 
Oklahoma City . 
Richmond, Va. 
Youngstown 


Grand Rapids 
Hartford, Conn. 
Fort Worth 

New Haven, Conn. 
Flint, Mich. .. 


Nashville ee 
Springfield, Mass. 
San Diego .. a 
Bridgeport, Conn. .. 
Scranton 


Des Moines ee 
Long Beach, Calif. 
Tulsa 

Salt Lake City 
Paterson, N. J. 


Yonkers, N. Y. . 
Norfolk 
Jacksonville, Fla. 
Albany 
Trenton 


Kansas City, Kans. 
Chattanooga 
Camden, N. J. 
Erie, Pa. 

Spokane 


Fall River, Mass. 
Fort Wayne, Ind. 
Elizabeth, N. J. 
Cambridge, Mass. 
New Bedford, Mass. 


Reading, Pa. . 
Wichita, Kans. 
Miami, Fla. . 
Tacoma, Wash. 
Wilmington, Del. 


Knoxville, Tenn. 
Peoria, Ill. ... 
Canton, O. .. 
South Bend, Ind. 
Somerville, Mass. 


El Paso, Tex. 
Lynn, Mass. 
Evansville, Ind. 
Utica, N. Y. 
Duluth, Minn. 


Tampa, Fla. 
Gary, Ind. 
Lowell, Mass. 


1 1934 figures latest available. 
* Estimated. 


% Money and credits not included. 


1935 
assessed 
value 


1,196,725 
262,330 
511,891 
816,497 

1,018,249 


473,000 
237,667 
506,596 
632,749 
616,760 


380,500 
288,609 


265,000? 
370,084 
345,431 
348,292 
257,126 


134,3663 
345,000 
243,704 
150,628 
266,000? 


276,551 
492,243 
205,916 
240,601 
378,558 


278,725 
292,929 
110,609 
251,267 
268,755 


184,647 
355,064 
169,261 
310,943 
170,306 


153,408 
281,852 
136,721 
234,551 
121,734 


136,081* 
162,842 
101,239 
147,607 
183,200 


326,024 
169,970 

85,382 
236,775 
174,234 


91,932 
112,320 
150,597 
145,506 

68,014 


106,130 
145,198 
148,311 
180,617 
117,715 


170,177 
110,9223 


56,132 


79,932 
124,043 
110,341 


Estimated 
1935 ratio 
between 
assessed 
and full 
valuation 


100 
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1935 
adjusted 
full value 


1,196,725 
728,694 
639,864 
960,585 

1,018,249 


591,250 
475,335 
633,245 
762,348 
616,760 


447,647 
534,461 


530,000 
462,605 
493,472 
409,755 
514,252 


353,593 
345,000 
541,564 
376,571 
532,000 


276,551 
492,243 
274,555 
343,716 
440,184 


278,725 
292,929 
276,523 
288,812 
335,943 


184,647 
355,064 
307,748 
310,943 
170,306 


153,408 
281,852 
310,730 
293,189 
243,467 


226,802 
325,683 
168.731 
210,868 
244,266 


362,249 
253,687 
170,764 
319,966 
.217,793 


187,616 
124,800 
188,246 
194,007 
136,029 


106,130 
181,497 
148,311 
180,617 
117,715 


170,177 
170,649 
216,863 
101,823 
202,362 


164,148 
174,108 
129,639 
164,367 
117,183 


117,688 


* Estimated ratio—assumed to be the same as other years. 
5 Estimated ratio not reported, assumed to be 90, the same as in 1932, 


the last year reporting. 
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